Proxy 


Notice 


OF Annual Meeting of Shareholders 
Proxy Statement 

AND 

1995 Annual Report 









COVER printed on 



To OiTR Fi:llow Shareholders: 


rhc Kroger Co. produced strong results in Fiscal Year 199^. Major achievements included: 

• record sales, cash tlow, and earnings; 

• the largest number of new store openings and expansions since Kroger's restructuring in 1988; 

• substantial debt reduction, bringing the Company closer to the “investment grade” rating for debt: 

• an increase of ^4.9% in the market value of each Kroger share. 


199 5 IN R E \ I E \x 

Harnings before a charge for early debt retirement were §318.9 million, or $2.50 per share, compared 
to $268.9 million, or $2.19 per fully diluted share, in 1994. After the extraordinary^ charge, Kroger’s net 
earnings totaled $302.8 million, or $2.38 per share. Operating cash flow rose 9.2% to $ 1.163 billion. 

Sales in 1995 reached $23.9 billion, a 4.3% increase over 1994. Supermarket sales increased 4.9%, 
while identical food store .sales increased 1.4%. 

(Capital expenditures in 1995 totaled $726 million, an increase of 36% over the previous year. A 
signilicant portion of this increase was attributable to Kroger’s success in retaining ownership of new stores, 
rather than leasing them. During the year, Kroger completed 83 stores or expansions for a 4.6% gain in net 
square footage. At the end of 1995, Kroger operated 1,325 supermarkets under seven names in 24 states and 
819 convenience .stores under six different banners. Retail operations were supported by 35 manufacturing 
plants w hich produce Kroger label products and custom products for outside customers. 

Kroger continued to beneflt from capital investments in technology^ and logistics. These investments 
improved customer serxice, reduced w^orking capital needs and product costs, and lowered distribution and 
operating expenses. 

I 

F I N A N C 1 A L R E \ I E W AND DEBT REDUCTION 

Kroger’s linancial structure continued to improve in 1995. Net long-term debt declined by $372 
million to $3.46 billion. Net interest expense declined by^ 4.5% to $312.7 million. These improvements were 
attributable to strong working capital management, the conversion of approximately $200 million of 
(Convertible Notes to equity, and increased cash flow^ from operations. Net operating WT)rking capital—dollars 
required to run day-to-day operations—reached a negatwe $10.5 million at year end, down from $171 million 
in 1994. llie working capital savings wore used to reduce debt and fund capital investments. 

Kroger's strong linancial performance in 1995 moved the Company closer to achieving an investment 
grade rating in the linancial markets. Investment grade status should reduce Kroger’s borrowing costs and 
attract a broader range of individual and institutional investors. 


O p E R A TI N ci Strategy, 1996-1998 

Since 1993, Kroger has followod a three-pan growTh strategy^ that has produced consecutive years of 
record-breaking results. We intend to stay on that course. 1’he components of our strategy are. 

• Higher tvtunisJ)x)m existing assets. Kroger's combination food and drug stores continue to evolve in 
order to meet the needs of shoppers in each neighborhood. Many changes improve customer service while 
reducing operating coses. For example, sophisticated labor scheduling softw^are insures maximum customer 
service during peak shopping times without raising overhead expense. Similarly, automated time and 
attendance systems create payroll information faster, more accurately, and less expensively than manual 
methods. 
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Food store profits arc also Ixing improved hy the rapidly expanding sales of Kroger-label products 
and l)y innovations like ready-to-eat meals which offer l)usy customers take-home dinners—fully cooked and 
ready to heat and serv'e. Kroger's home meals are designed to recapture food sales that have been lost to 
restaurants and fast food outlets. 

• Incwiised sciiuuv footage. In 1996, Kroger plans to invest more than SSOO million in retail stores, 
distribution facilities and technology. About SS20 million will be devoted to IIS to 120 supermarket projects, 
which will increase food store square footage by 6-7%. Every division w ill build new' stores, with particular 
emphasis on Denver, Phoenix, Atlanta, Ix)uisville, and Na.shville. i’he (j>mpany also will consider selective 
acquisitions that w'ould fit our current operating territories and help us achieve further market penetration. 

• Implementation of technology and logistics. During 199S, Kroger invested S90 million in 
management information and distribution systems. About half of this investment was earmarked to expand 
three existing consolidation centers, and to build a fourth center in Colorado. These facilities ship health and 
beauty care items and slow-moving grocery’ products to every retail division. We anticipate that this 
consolidation will earn significant financial returns by reducing product costs, transportation expenses, and 
inventory' levels. 

Kroger is field testing several promising new' technologies. lor example, a computer-assisted ordering 
system is expected to improve store stocking conditions and increase sales w hile reducing inventory levels. A 
.second generation on-line warehouse management information system will increa.se the speed, accuracy, and 
vx)lume of pn)duct movement to our .sU)res. 

Labor Relations 

Kroger succe.ssfully negotiated more than SO collective bargaining agreements in 199S. We are 
especially pleased with our progress in the area of health care, and continue to w'ork with union 
representatives to identify' managed care alternatives that will reduce costs without diluting the quality of 
health care ser\ ice. 

C o .M M i N I r Y A c I I V I r I E s 

Throughout 199S. The (Company's community- relations activities enhanced Kroger's corporate 
reputation among cu.stomers, civic and charitable organizations, and public officials. I’he Kroger Co. 
Foundation contributed S2.S million to a w ide variety of community' projects. In addition, retail divisions and 
manufacturing plants donated more than S2.4 million from operating income and S2.S million in products to 
charitable and other non-profit organizations. 

Kroger's community involvement extended beyond donations of money and products, niousands of 
Kroger employees volunteered to raise charitable funds through bake sales, car washes, and Habitat for 
Humanity projects. 'Fhi.s involvement was recognized by Second Harvest, the national food bank organization, 
which named Kroger as its Cirocery' Distributor of the Year. (Community activities also pn)mpted the Atlanta 
Jounial/Constitution to w rite: “.. . Kfxjger is known as a top cofJx)rate citizen in communities acioss much of 
the countty, and is much mote active than its comf)etitofs. " 

D 1 R E C I O R AND EXECUTIVE CHANGES 

David B. Dillon, Executive Vice President, w as promoted to President and Chief Operating Officer and 
was elected to the Board of Directors. He replaced Richard L. Bere, who retired after a distinguished SH-ycar 
career. 

Michael S. Heschel and Patrick ). Kenney, Senior Vice Presidents, were promoted to Executive Vice 
Presidents. James R. Tliorne, President of the Mid-Atlantic Marketing Area, w'as promoted to Senior Vice 
President. He was replaced in Roanoke by David G. Osborne, formerly Vice President—Operations in the 
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Coliimlms Marketing Area. W. Rodney McMullen was promoted to (iroup Vice President and Chief Financial 
Ollicer, replacing William J. Sinkula, who retired after 16 years of invaluable service. J. Michael Schlotman 
was promoted to Vice President and Corporate Controller. Keith L. NecT was promoted to Vice President, 
(atrporate Re.search and Regulatorv' C^ompliance. 

Warren F. Bryant, Senior Vice President of Dillon Companies, Inc., was promoted to President and 
(;hief (iperaling (ifficer of Dillon Companies, Inc. Frank J. Remar, Senior Vice President, Secretary & Treasurer, 
was promoted t(j Executive Vice Pre.sident of Dillon Companies. E. John Burgon, Executive Vice President of 
Fry's Food Stores, was promoted to Vice President of Dillon Companies, and Robert Moeder was promoted to 
Vice President—Convenience Stores. 

T II K Y i: A R A It E A o 

Kroger management is enihusia.stic about the tiompany’s prospects for continued growth. We are 
focitsed upon enhancing shareholder value through improved returns from exi.sting assets, increased food 
store square footage, and improvements in technology and logistics. The Company’s strongest assets are, of 
course, the iOS.OOO Kroger a.ssociates who provide exceptional service to our customers and communities. 
We are proud to be their colleagues. 




jO.SEPIl A. PlCIlIJ'R 
Chdimuiti atut 
Chief lixecutii’e Ojjicer 


David B. Dillon 
Presklent and 
Chief Operating Officer 
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Notice of Annual Meeting of Shareholders 


(Cincinnati, Ohio, April S, 1996 

I'o All Shareholders 
of ITie Kroner (Co.: 

rhe annual meeting of shareholders of ITie Kroger (Co. will he held at the RlXiAI. HO'HCL, ISO \X’HSr 
MFrH S'lTildCr, (Cincinnati, Ohio, on .May 16, 1996, at 10 A M., for the following piir|>().ses: 

1. To elect five directors to .ser\ e until the annual meeting of shareholders in 1999 and to elect one 
director to .sen e until the annual meeting of shareholders in 1998 or until their successors have 
been elected and qualilied; 

2. l‘o consider and act upon a proposal to ratify the selection of auditors for the (Company for the 
year 1996; and 

3. To transact such other business as may properly be brought before the meeting; all as set forth in 
the Proxy Statement accompanying this Notice. 

Holders of common shares of record at the close of business on March 19, 199(>, will be entitled to 
vote at the meeting. 

YOFR MANA('iKMl:NT DKSIRHS TO HAVH A 1AR(,1C NI MBHR OP SHARPCHOLDPCRS RICPRPCSICN ITCI) A f 
rilPC MPCPTINXi, IN PPCRSON OR BY PROXY. PITCASE SKiN AND DATE HIE EN(CE()SED PROXY AND MAIL If 
A'fONCCE IN llIE ENXCI.OSED SELF-ADDRESSED ENVELOPE. NO POSTA(iE IS RlC(^)nRlCD IF MAILED VC irillN 
niFC UNniCD STATES. 


By order of the Board of Directors, 
Paul VC lieldman. Sec retary 


Proxy State.ment 


(Cincinnati, Ohio, April S, I99() 

rhe accompanying proxy is solicited by the Board of Directors of llie Kroger (Co., and the cost of 
solicitation will be borne by the (Company. llie (Company will reimburse banks, brokers, nominees, and other 
liduciaries for postage and reasonable expenses incurred by them in forwarding the proxy material to their 
principals. I he (Company has retained Hill <S: Knowlton, Inc., 420 Ixxington Avenue, New York, New York to 
assist in the solicitation of proxies and will pay such lirm a fee estimated at present not to exceed SIS.OOO. 
Proxies may be solicited personally, or by telephone, as well as by u.se of the mails. 

Joseph A. Pichler, Patricia Shontz Longe and T. Ballard Morton, Jr., all of whom are directors of the 
(Company, have been named members of the Proxy (Committee. 

The principal executive oflices of llie Kroger (Co. are located at 1014 Vine Street, (Cincinnati. Ohio 
4S2()2-1100. Its telephone number is Sl3-7(>2-4000. I’his Proxy Statement and Annual Report, and the 
accompanying proxy, were lirst sent or given to shareholders on April S, 1996. 

As of the close* of business on March 19. 1996, the (Company’s outstanding voting se*c urities consisted 
of 124,634,336 shart‘s of (Common Stock, the holders of which will be entitled to one vote per share at the 
annual meeting, llie shares represented by each proxy will be voted unless the proxy is revoked iK-fore it is 
exercised. Revocation may be in writing to the Secretary of the (Company or in person at the meeting or by- 
appointment of a subsc*quent proxy, llie law's of Ohio, under which the (Company is organized, provide for 
cumulative voting for the election of directors. If notice in w riting is given by any shareholder to the President, 
a Vice Prc‘sident, or the Secretary' of the (Company not less than 48 hours before the time lixetl for holding the 
meeting that the shareholder intends to cumulate votes for the election of directors and, if an announcement 
of the giving of such notice is made by or on behalf of any such shareht)lder or by the (Chairman or Sei retary 
upon the convening of the meeting, each shareholder shall have the right to cumulate votes at such elec tion. 
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11 cumulative voting is in cft'cct, a shareholder voting for the election of directors may cast a number of votes 
equal to live times the number of shares held on the record date for a single nominee whose term of oflice is 
to continue until 1999 or divide them among nominees for such term in full votes in any manner and further 
may cast a number of votes equal to the number of shares held on the record date for a nominee w'hose term 
is to continue until 1998. Any vote “FOR” the election of directors will constitute discretionaiy authority to 
the Proxy Committee to cumulate votes to which such proxies relate as it, in its discretion, shall determine, if 
cumulative voting is requested. 

The eftect of broker non-votes and abstentions on matters presented for shareholder vote is as follows. 
The election of directors is, pursuant to Ohio law, determined by plurality'; broker non-votes and abstentions, 
therefore, will have no effect on such proposal. Ratification by shareholders of the selection of auditors requires 
the affirmative vote of the majority of common shares represented. Accordingly, broker non-votes will have 
no effect and abstentions will have the effect of a vote against the proposal. 
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Proposals To Shareholders 


EI.F t TI oN Of Directors 
(Itfm No. 1) 

llic* Board of Directors, as now authorized, consists of 16 memlK*rs divided into three classes. Live 
directors are to be elected at the annual meeting* to serve until the annual meeting in 1999 and one director is 
to be elected to sene until the annual meeting in 199H or until their successors have iKen elected by the 
shareholders, or by the Board of Directors pursuant to the (Company’s Regulations, and qualified. (Candidates 
for director receiving the greatest numlxT of vote's cast by holders of shares entitled to vote at a meeting at 
which a quorum is prc*sent are elected, up to the maximum numlnr of directors to lx* chosc'ii at the meeting. 
ITie committee memberships stated Ixlow^ are those* in effect as of the* date* hereof. .Mr. Lyle Hveringham, a 


memlxr of the Board of Directors, will re*ach retirement age and will retire* from the* Board prior to the* annual 
meeting. Itie authorized size of the Board thereafter will lx* reduceel to 1S memlxrs. It is inte*nde*d that, e*xce*pt 
to the* extent that authority is withheld, the accompanying proxy will be voted for the election of the* following 

six persons: 



Name 

Prc>fev»i<)iial 

Occupation (1) 

Dirtrcu>r 
Agtr Since 

N O .M 1 N E E S 

For Director For Ter.ms of Office Contini inc Untie 

1999 

Richard W. Dillon 

Mr. Dillon is Chairman Emeritus of the Board of Dillon Compa¬ 
nies, Inc., a wholly-owned subsidiary of Kroger Mr. Dillon is a 
member of the Financial Poliey Committee*. 

C>H I9H5 

John T. l^aMacchia 

Mr. l^aMacchia is Fre*sident, Chief Executive Offie er, and a direc¬ 
tor of Cine'innati Bell Inc., a telecommunications holeling com¬ 
pany. He is chair of the* Audit Committee* and a memlxr of the* 
Compensation anel Executive Committe*e*s. 

S4 1990 

ECdward M. Liddy 

Mr. IJddy is Pre*sident anel (!hief ()perating ()iiice*r of the* Allstate 
Corporation, the* large'st publicly held personal line's insurance* 
e'ompany in the United State's. Prior to this he was Senior Viee 
Pre*sident anel Chief Financial Ofiicer of Sears, R(K*buck and Co., 
where* he held a variety of senior operating and financial posi¬ 
tions since* 1988. Mr. IJddy al.s^) se*r\x*s as a non-exeeutive (Chair¬ 
man of the Board of Ifie PMI (iroup, Inc., the third large'st private 
mortgage* insurer in the* United State's. 

SO 19‘X> 

T. Ballard IMorton, Jr. 

Mr. Morton is Executive in Re'sielence* of the (College* of Busine'ss 
& Public Aelministration of the University of Ijouisville*. He is a 
diree tor of PN(C Bank, Kentucky, Inc. and L('i&E Ene'rgy (Corp. Mr 
Morton is chair of the Financial Poliey (Committee* and a memlxr 
of the Audit and Executive* (Committee's. 

OS 19()8 

Katherine D. Ortega 

Ms. Ortega se*r\ed as an Alternate Re*pre*se*ntative* of the United 
State's to the 4Sth (ieneral Assembly of the* United Nations in 
1990-1991. Prior to that, she .se*r\'e*d as I’reasure'r of the United 
State's. Ms. Onega is a director of Diamonel Shamnxk, Inc.; 
Ralston Purina (Co.; l.ong Island lighting (Company; Hie Paul 
Revere (Coq>oraiion; and Rayonier Inc. vShe is vice chair of the 
Audit (Committee and a memlxr of the* Social Responsibility 

(Committee. 

61 1992 
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Name 

N O M 1 N E E 

David B. Dillon 


D I R 

John L. Clendenin 


Patricia Shontz Longc 

Thomas H. O'Leary 

James D. Woods 


Professional 

Occupation (1) Age 


For Director For Term of Office Conti mi ng Until i998 

Mr. Dillon was elected President and Chief Operating Officer of 45 
Kroger in 1995. Prior to this he was elected Executive Vice Pres¬ 
ident in 1990; Chairman of the Board of Dillon Companies, Inc., 
a wholly-owned subsidiary of Kroger, in 1992; and President of 
Dillon Companies, Inc., in 1986. He is a director of the First 
National Bank of Hutchinson, Kansas. Mr. Dillon is vice chair of 
the Executive C^ommittee. 


E c T o R s Whose Terms of Office C o n t i n c e Until i 9 9 8 

Mr. Clendenin is Chairman of the Board and C'.hief Executive 6l 
Officer of BellSouth Corporation, a holding company with sub¬ 
sidiaries in the telecommunications business. He is a director of 
Wachovia Corp.; Equifax Incorporated; Providian Corporation; 

RJR Nabisco Holdings Corp.; Springs Industries, Inc.; Coca Cola 
Enterprises, Inc.; and New York Stock Exchange, Inc. Mr. Clen¬ 
denin is chair of the Social Responsibility Committee and vice 
chair of the Coq')orate Governance Committee. 

Dr. Longe is an Economist and a Senior Panner of The Longe 62 
C:ompany, an economic consulting and investment lirm. She is a 
director of The Detroit Edison (x)mpany; D'FE Energy Company; 
Jacobson Stores, Inc.; Comerica, Inc.; Comerica Bank & Trust, 

FSB; and Wamer-I^mbert (Company. Dr. D)nge is a member of 
the (Compensation and (Corporate Ciovernance (Committees. 

Mr. O’Leary^ is Chairman of Burlington Resources Inc., a natural 62 
resources business. He is a director of ITie BFC^^odrich (Company. 

Mr. O’Leary^ is chair of the (Compensation (Committee and a mem¬ 
ber of the (Corporate Ckn emance (Committee. 

Mr. W oods is Chairman of the Board and (Chief Executive (Officer 64 
of Baker Hughes Incorporated, a company that provides equip¬ 
ment and services to the petroleum and process industries. He is 
a director of Varco International and Wynn’s International Inc. 

Mr. Woods is a member of the Audit and Social Responsibility 
(Committees. 


Director 

Since 


1995 


1986 


1977 


1977 


1994 
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Professional 


Director 

Name 

Occupation (1) 

.\Ke 

Since 


Directors Whose Terms of Office Conmm’e IIntii. 199“^ 


Reuben V. Anderson Mr. Anderson is a member, in the Jackson, Mississippi ollice, of 1991 

Phelps Dunbar, a New Orleans law lirm. Prior to joining this law 
firm, he was a justice of the Supreme (!oim of Mississippi Mr 
Anderson is a director of I’nistmark National Hank and Ik llSouth 
(Corporation. He is vice chair of the Social Responsibility (Com¬ 
mittee and a member of the Audit (Committee. 

Raymond B. (^irey , Jr. Mr. (Carey is a retired (Chairman of the Board and (Chief ICxecutive (>9 1977 

Officer of ADT, Inc., an electronic protection cv)mpany. He is a 
director of’Hiomas ik Betts (Corporation and (C.R. Bard. Mr. (Carey 
is chair of the (Coq>orate (iovernance (Committee, vice chair of 
the (Compensation (Committee and a member of the ICxecutive 
(Committee. 


John D. Onj 4 Mr. Ong is (Chainnan and (Chief ICxecutive Officer of Ibe ()2 19“^^ 

Bl’XkxKlrich (Company, a chemical and aerospace company He is 
a director of (C(K)pc*r Industries, Inc.: Ameritech (Coqx)ration: Ilie 
(icon (Company: ASAR(CO Inc.; and IKW' Inc. Mr. ()ng is vice c hair 
of the Financial Policy (Committee and a memlKT of the (Coq>orate 
(iovemance (Committee. 


Joseph A. Pichler Mr. Pichler is (Chainnan of the Board and (Chief ICxecutive ()fficer S() I9H.-^ 

of Kroger. He is a director of Fhe B1 (foodrich (Company. Mr. 

Pichler is chair of the FCxecutive (Committee and a member of the 
Financial Policy (Committee. 

Martha Romayne Seger Dr. Seger is a Financial FCconomist and currently is a Distin- 64 1991 

guished Visiting Professor at (Central .Michigan University. From 
1991*1993 she was the John M. Olin Distinguished Fellow at Fhe 
Karl FCller (Center of the University of Arizona. She was a member 
of the Board of Governors of the Federal Resen e vSystem from 
1984-1991. She is a director of Amerisure (Companies: Amoco 
(Corporation: Providian (Corporation: Fluor (Coqx)ration; Johnson 
(Controls, Inc.: Tucson FCIectric Power (Company: and Xerox (Cor¬ 
poration. Dr. Seger is a member of the Financial Policy and (Cor¬ 
porate (fovernance (Committees. 


( I ) FCxcept as noted, each of the directors has been employed by his or her present employer (or a 
sulxsidiary) in an executive capacity for at least five years. 
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Information Concerning The Board Of Directors 

D I R i: ( TORS C O M P E N S A I I O N 

Each non-cniploycc director is currently paid an annual retainer of S2S,()0() plus fees of S 1,500 for 
each hoard meeting and S 1,000 for each committee meeting attended. O^mmittee chairs receive an additional 
annual retainer of S4,000. Directors who are employees of the Company receive no compensation for scr\ ice 
as directors. Ehe Company provides accidental death and disability insurance for directors at a cost to the 
(!om|xmy in 199S of per director. The (j)mpany also provides a major medical plan for directors. 

rile Company grants to each of its non employee directors owning a minimum of COOO shares of 
Company common stock as of the date of each annual meeting of shareholders, options to purchase 2,000 
shares of common stock at an option price equal to the fair market value of the stock at the date of the grant, 
and each non-employee director received a grant on that date. The options vest in 666, 667 and 667 share 
amouiiLs on the lirst, second, and third annual anniversary’ of the date of grant. Based on the closing price of 
Kroger stock on the New York Stock Exchange, as of December 30. 199S, the value of each grant of options 
made in 199S, none of which were exercisable, was 522,490. 

riie (a)mpany has an unfunded retirement program for outside directors. The retirement lienelii is the 
average compensation for the fty e calendar years preceding retirement. Directors who retire from the Board 
prior to age ”'() will be credited with SO'Vi vesting after live years of service and an additional 10% for each 
year served thereafter. Benefits for directors who retire prior to age 70 will commence at the time of retirement 
from the Board or age 65, whichever comes later. 

C o M M I r T E E s Of The Board 

The Board of Directors has a number of standing committees including Audit, Gorporate (iovernance, 
and Compensation Committees. During 1993, the Audit Committee met three times, the Corporate Cjovernance 
(Committee met two times, and the (Compensation Committee met five times. (Committee memberships are 
shown on pages 6 through 8 of this Proxy Statement. The Audit (Committee reviews external and internal 
auditing matters and recommends the selection of the (Company's independent auditors for approval by the 
Board and ratilication by shareholders. The (Compensation (Committee determines the compensation of the 
(Company’s senior management and administers its stock option and benefit programs. The Coqiorate 
(iovernance Committee is responsible for dey eloping criteria for selecting and retaining members of the Board; 
seeks out qualified candidates for the Board; and reviews the performance of the Company, the (Chief Executive 
Officer, and the Board. I he Board of Directors met seven times in 1993. During 1993, all directors attended at 
least '"3'’,, of the aggregate niimlxr of Board meetings and committee meetings on yvhich such director was a 
member, yvith the exception of Mr. (VLeary'. 

The (Coqiorate (iovernance (Committee will consider shareholder recommendations for nominees for 
membership on the Board of Directors. Recommendations intended for inclusion in the (Company's proxy 
material relating to the (Company’s annual meeting in May 1997, together with a de.scription of the proposed 
nominee’s qualilications and other relevant information, must be .submitted in w’riting to Paul W. Heldman, 
Secretary’ of the Company, and received at the (Company's executive offices not later than December 7, 1996. 

C E R I AIN 1’ R A N s A C r I O N S 

The (Company purchased certain private laliel products to be sold in Company stores from suppliers 
represented by tyvo firms in yvhich Mr. Everingham’s son, Mark Everingham, owned a 33% and 50% interest, 
respectively. Fhe tyvo firms earned gross rey enues of approximately 58,000,193 in fees paid by the .suppliers 
for sery ices performed by the firms on behalf of the suppliers. In addition, the twT) firms earned gross revenues 
of approximately 51,282,585 in fees paid by the (Company for .seryices performed by tho.se firms on behalf of 
the (Company's manufacturing division. Tlie management of the Company view's thc*se transactions, and the 
amounts paid for the sery ices and goods supplied, as fair and competitive. 

Fhe law firm of (iilliland & Haye.s, of yvhich Bradley 1). Dillon, son of Richard 'NX'. Dillon, is a partner, 
rendered legal sery ices to a subsidiary' of the (Company which resulted in fees paid to the layv firm by the 
subsidiary’ in 1993 of S 190,^96. The management of the Company has determined that these amounts paid by 
the (Company for the sery ices are fair and competitiy'e. 

In addition, the layv firm <if Phelps Dunbar, of w hich Reuben V. Anderson is a partner, rendered legal 
.services to the (Company yvhich resulted in fees paid to the layv firm by the Company in 1993 of 51,333. The 
management of the (Company has determined that amounts paid by the (Company for the sery ices are fair and 
competitive. 
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Compensation of Execi tive Officers 


Summary Compensation 

Thv following lahlc shows the compensation for the past three years of the Chief Executive ()rticer, each 
of the (Company's four most highly compensated executive officers, excluding the (!hief Executive ()flicer, and 
one additional former executive officer (the “named executive officers"): 


St MM.\RY COMPENSATION TABU: 

Annual Cnmpcnsalinn lx>ng Term Compcnsati(>n( 1) 

Awards 


Name and Principal 
Position 

Year 

Salary 

(*) 

Bnnus 

(*) 

Other Annual 
C:oin pen nation 

(5) 

Restricted 

Stexk 

Awards 

(D 

Securities 
Underlying 
Options. SARs 
(*) 

All Other 
Compensation 

(D 





(2) 

(3) 

(4) 

(3) 

Joseph A. Pichler 

199S 

S44"',()46 

56U,19" 

516,412 


30,000 

524.300 

(ihairman and (ihief 

1994 

S430,3H3 

5()84.44^ 

519.311 


2",000 

523.023 

Exeeulive ()liieer 

1993 

5416.923 

5382.343 

5 9.12^ 


23.000 

519.249 

David H. Dillon 

1993 

5303.083 

5309.731 

5 4,436 

S332,2S() 

23,000 

531.U)()(6) 

President and (Jiief 

1994 

5290.000 

5281.039 



13,000 

5 1,630 

()perating ()flicer 

1993 

5286.833 

5201,416 



13,000 

5 1.349 

Richard I.. Here 

1993 

5322.000 

5 234.1 ■’3 

516.3^6 



524.980 

Eormer President and 

1994 

5318,000 

5432,330 

520,642 


18,000 

524.770 

Cihief Operating Oliieer 

1993 

5306.231 

5349,406 

5 9,390 


16,000 

520,819 

Patrick J. Kenney 

1993 

5262,308 

5293.688 

512.291 

S1.S8,43"" 

20,000 

518,063 

Executive V ice President 

1994 

5230.000 

527",939 

512,840 

S2()S,62S 

13,000 

Sl".012 


1993 

5199,''69 

5206,413 

5 3,3^6 


13.000 

511,770 

Michael S. Heschel 

1993 

5232.308 

5293.688 

5 ",389 

SI 38,43" 

20,000 

511.633 

Executive Vice President 

1994 

5240.000 

52''',939 

5 8.633 

S2()S,62S 

13,000 

511.093 


1993 

5214,269 

5138,781 

5 3.839 


1 2,300 

528.622(7) 

Ronald R. Rice 

1993 

5213,883 

5194.364 

510.984 


13,000 

517,130 

Senior Vice President 

1994 

5202,613 

5214.049 

511,636 

S 93,S()() 

20.000 

513.374 


1993 

5184,462 

S163.26() 

5 3,3()"' 


13,(M)0 

511.630 


( 1 ) During ihc |XTi<Kl presemecl. ihe (ompany has made no long-iemi ineeniive plan payouts other than resineied sun k and sun k 
options. 

( 2) Represents reimhursement for the ux efleets (»f payment for certain premiums on a fxiliey of life insurance 

(5) Messrs. Pichler, Dillon. Kenney, lleschel. and Rice had 1(K).()0(). 12.000, N.SOO. IK.s(K). and 2.(i(>^ shares outstanding, respectively, 

at December 30. 199s. with an aggrej»ate value of 53.“'3“'.^00, S hH.sOO, SS 41.93''. J691. i3^, and S99.(>“'9. ix*sp<.'ciively Du* 
itRRregate value is based on the market price of the Company’s Common Stock «»n DecemlKT 30. Restrictions rt'mainin^ on 

outstanding restricted st<xk awards to Mr Pichler in IWs lapse in Januari 2(K)0. bast'd on ix-rlormance goals achie\*ed in IWS 
through 1999 and more particularly descrilx'd in the Compensation Committee Re|>ort which follow's me shares will vest 
immediately if Mr Pichler leaves the tiompany due to death or disability or in the event of a change in control of the Company me 
restrictions remaining on Mr Dillon's 199s restricted stCK'k grant lapse in equal amounts over the next live years, me restnetions 
remaining tin Mes.srs. Kenney and Hest hel’s outstanding restricted stiKk awards lapse as to l.sOO shares over each of the next three 
years. 9.()fM) shares in 1999. and l.OfM) shares in 2(K)(). and as to an additional 4.(K)() shares m 1996 for Mr llest hel me restrictions 
remaining on outstanding restricted suxk awards to Mr Rice lapse on 1,333 shares in 199(> and on 1.33^ shares in IW"' me 
Company is currently prohibited by contract from paying dividends on its Common Stixk Imt, should this prohibition lx lifted, 
dividends, as and w hen declared, w'ould lx payable on these shares 

( •*) Represents options granted during the res|x-ctive liv al yrar Options granted in 1991 and 199S vest for equal numlxr of shares in 
the three succeeding years excluding s,()00 options granted to Mr Kenney in Januar\- 199^ w hich vested 6 months from the date <»1 
grant. Options granted in 1993 vest 6 months from grant date. Options terminate in 10 years if not earlier exercisi-d or lenninated 
No stock appreciation rights C SARs") were granted in any of the three years presented 

(S ) mesc- amounts include the Company's matching contribution under me Kroger Co, Savings Plan in the amounts of $ 1.2f»0. S IK), 
5810. $l,2()(), and S1."S6. respectively, for Messrs Pichler. Here, Kenney, lleschel and Rice, the Company's matching contribution 
under the Dillon Companies. Inc Employees’ Suxk Ownership and Savings Plan in the amount of Jl.'lO lor Mr Dillon and 
reimbursc-ment of certain premiums for policies of life insurance in the amounts of 52 3.6 *0. 56.2S6. 523.2^0. 5 |"’,2Ss. 5 10, 3^3 and 
5IS..|20. respectively, for .Mt-ssrs. Pichler. Dilhm, Here. Kenney. llc*schel. and Rice 

(6) 523.1*^1 of this amount represc'nts an additional payment to .Mr. Dillon pursuant to the (iompany's relocation program 

() 519.928 of this amount relates to reimbursc*ment of expenses a.ss<xiated with Mr llesc hel’s ix'lixation 
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Stock Option/Stock Appreciation Righi Grants 

Ihc Company has in effect employee stock option plans pursuant to which options to purchase 
(aimmon Stock of the (Company are granted to officers and other employees of the Company and its 
subsidiaries. Tine following table shows option grants in fiscal year 199S to the named executive officers: 


OPnON/SAR GR.\NTS IN LVST FISCAL WAR _ 

Potential Realizable Value at 
Assumed Rates of Stcx:k Price 

Individual Grants Appreciation for Option Term 

Number of 

Securities % of Total 

ITiderlying Options/SARs Exercise 
Options/SARs Granted to or Base 


Name 

Grantedf I) 
(<») 

Employees in 
Fiscal Year 

Price 

($/Share) 

Expiration 

Date 

0% 

5% 


10% 

Joseph A. Fichler 

30,000 

1.09% 

$25.50 

4 / 19 / 200 S 

so 

S481,104 

$1,219,213 

David B. Dillon 

16,000 

0.58% 

$25.50 

4/19/2005 

so 

S 256,589 

s 

650,247 


9,000 

0 . 33 % 

$27.69 

6/18/2005 

so 

SI 56,690 

s 

397,118 

Richard L. Bere 

0 

0% 

— 

— 

so 

$ 0 

s 

0 

Patrick !. Kenney 

15,000 

0.55% 

$25.50 

4/19/2005 

so 

S240,552 

$ 

609,606 


5,000 

0.18% 

$27.69 

6. 18/2005 

$0 

S 87,050 

$ 

220,621 

Michael S. Heschel 

15,000 

0.55% 

$25.50 

4/19/2005 

so 

$240,552 

$ 

609.606 


5,000 

0.18% 

$27.69 

6/18/2005 

so 

S 87,050 

$ 

220,521 

Ronald R. Rice 

15,000 

0.55% 

$25.50 

4.19/2005 

so 

$240,552 

s 

609,606 


( 1 ) No SARs were granted or outstanding during the fiscal year. These options vest in equal number of shares 
in 1996, 1997 and 1998, and terminate in 10 years if not earlier exercised or terminated. 


The assumptions set forth in the chart above are merely examples and do not represent predictions of 
future stock prices or a forecast by the Company with regard to stock prices. 


AGGRECiATEI> OpTIOn/SAR ExERCISES IN FISCAL YeAR AND OpTION/SAR VALUES 

The following table shows information concerning the exercise of stock options during fiscal year 199S 
by each of the named executive officers and the fiscal year-end value of unexercised options: 

AGGREGATED OPTION/SAR EXERCISES IN lAST FISCAL YEAR AND FY-ENT) OPTION/SAR VALlIFi» TABLE 


Name 

Shares 

Acquired 

on 

Exercise 

(*) 

Value 

Realized 

($) 

Number of 
Securities 
I'nderlying 
l!nexercised 
Options/SARs at 

F A End (1) (#) 

Exercisable/ 

LI nexercisable 

Value of Llnexercised In- 
the-Money Options/SARs 
at FA' End (1) ($) 

Exercisable/ 

L* nexercisable 

Joseph A. Pichler 

0 

$ 0 

223.080/48,000 

$5,262,466/5608,160 

David B. Dillon 

0 

$ 0 

147,505/35,000 

S3,652.020/S417,115 

Richard L. Bere 

30,000 

$783,975 

92 , 777 / 12,000 

$1,928,568/5167,940 

Patrick J. Kenney 

0 

$ 0 

143,036/26.667 

53,580.846/$319.855 

Michael S. Heschel 

25,000 

$342,875 

28,333/26,667 

$ 466,770/5319,855 

Ronald R. Rice 

0 

$ 0 

53.666/28,334 

S 975,886/5364,7.34 


( 1) No SARs were granted or outstanding during the fiscal year. 
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Long-Term Incentive Plan Awards 

During liscal 199S, the following b>ng Term Incentive Flan awards were made: 

LONG-TERM INCENTIVE PIANS—AW ARDS IN lAST FISCAJ. YF^VR 

Performance or F.sUmated Future Payouts under Non-Stock 

other PeritKl I'ntil _ Price-Based PUuis _ 

Maturation or Threshold Target Maximum 

Payout ($ or #) ($or#) ($or#) 

Joseph A. Fichler KKLOOO January 1, 2()0() 0 KKLOOO lOOJKK) 

rhe terms of the pertormance-based restricted stock award to Mr. Fichler are more particularly set forth 
in the Compensation (Committee Report following this table. 

C o M p E N s A1’ I o N Committee R e p o r i 

rhe (Company’s compensation policies are applicable to virtually all levels of its work force, including 
its executive officers. These policies require the (Company to be competitive in total compensation; to include, 
as pan of total compensation, opponunities for equity ownership; to use incentives that oiler more than 
competitive compensation when the Company achieves superior results; and to base incentive payments on 
earnings before intert*si. taxes, depreciation and UFO charges (“HHm)") and on sales results. 

Fursuant to these policies, the Company’s compensation plans include grants of stock options for 
executive, management, and hourly employees. In determining the size of option grants to the Chief Fxecuiive 
Officer and the other executive officers, the (a>mpensation Committee considers, w ithout use of a formula, 
competitive practices among retailers, the individual executive officer's level within Kroger and the level of 
past awards of stock options and restricted stock to the individual. (Grants of options to the (diief Fxecutive 
Officer and the other executive officers are generally lower than those of their counterparts in the retail 
industry' iKcause the (Company grants options to several thousand management and hourly employees instead 
of, as is common in the industry, only a small group of executives. 

The 1994 Long- Ferm Incentive Flan, approved by the shareholders at the Annual Meeting in 1994, 
authorized the issuance of 8,()()0,()()() shares of common stot k. During 199S, Kroger granted 2,"^()(),()()() slock 
options to over 4,400 employec*s throughout the C'ompany. The number of options granted and the number 
of employees receiving options was typical of grants made in the pa.st several years. Tlie Company expects to 
continue to use a broad-Irased stock option program as a means of attracting and retaining employees, due to 
the direct relationship iKtween value received by the optionee and shareholder return. 

ITie Compensation Committee establishcN the fixed portion of executive officer cash compensation, or 
salary, by considering internal equity and competitor salary data as described below. Additionally, a large 
percentage of employees at all levels of the organization, including executive officers, are eligible to receive a 
bonus incentive based upon Company or unit performance. Bonus potentials for executives are c*stablished by 
level w ithin the C!ompany, and actual payouts are ba.sed on achievement of sales and FBITl) targets. Actual payouts 
can exceed these potentials if results exceed the targets. In the ca.se* of the executive officers, approximately S()‘\i 
of total potential cash compensation is ba.sed on (Company or unit HBIll) and sales performance. 

Salary' and bonus levels are compared to a grouping of food wholesalers and retailers, the 
WhoIcNale Retail (j)mpensation Survey, from which the peer group is selected (see Ferfbrmance (iraph, 
below ), to ensure that executive and management compensatif)n is competitive. I’he (iommittee establishes 
salaries for executive officers that generally are at the median of e'ompensation paid by peer group companies 
for e'omparable positions (where data for e'omparable positions are available) with a bonus potential that, if 
realized, would cause their total ea.sh compensation to Ik* in the* upper quartile* of peer group eompensation. 
Hie* Company’s outstanding performance in 199S is reflected by bonuses paid for all executive officers. Bonus 
payouts for .Me‘ssrs. Fichler, Dillon and McMullen are ba.se*d on combined Kroger and Dillon operations and 


Number of Shares, 
liiiiLs or Other 

Name Rij;ht?*(#) 
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represented 106.8% of their potentials. Mr. Rice’s lx>nus payouts arc based in part on the manulaeturing 
group’s operations and represented 86.4% of his potential. All other executive officers received bonus payouts 
of 116.6'Ji.. 

The compensation of Kroger’s Chief Executive Officer is determined annually pursuant to the policies 
described above. Mr. Pichler’s variable compensation or bonus for the last fiscal year, which represented 
l()6.8‘V, of his l)onus potential, reflects the extent to which the Company achieved the EBITD and sales targets 
that were established by this Committee at the Ixginning of the year. The value of stock options granted to 
Mr. Fichler in the la.st fiscal year fluctuates based on the Company’s performance in the stock market. 

The (iompensation Committee engaged Towers Perrin during the last fiscal year to compare the Chief 
Executive Officer’s c<tmpensation to that of CEOs of other retailers and found that Mr. Pichler’s compen,sation 
has not been competitive. As a result, in 199‘S, the Board adopted a performance based restricted stock plan 
whereby Mr. Pichler can earn as many as 100,000 shares over a five-year period. The restrictions on these 
shares lapse on January 1, 2000, but only as to that number of shares remaining after certain reductions based 
on a comparison of the Company’s shareholder return to that of a group including the Peer Group. In general, 
each fiscal year the Cffiief Executive Officer can earn up to 20,000 of the shares depending upon the extent to 
which the ('ompany’s performance exceeds that of the reference group. On the other hand, up to 10,000 
otherw ise previously earned .shares will be fitrtcited in those years in wffiich the Company’s performance does 
not exceed the median compared to that same group. Mr. Pichler also is party to an employment contract 
with the Company w'hich is more particularly de.scribed elsewhere in the Proxy’ statement. That agreement 
establishes minimum compensation at levels below his total compensation determined in consideration of the 
factors identified above. 

The Omnibus Budget Reconciliation Act of 1993 places a S 1,000,000 limit on the amount of certain 
types of compensation for each of the executive officers that is tax deductible by the Company. The Company 
believes that its 1994 Long-Term Incentive Plan, under which stock option grants and restricted stock aw ards 
are made, complies with the Internal Revenue Sendee’s recently relea.sed final regulations on the deductibility 
limit. Accordingly, the compensation expense incurred thereunder .should be deductible. The Company will 
consider modifications to its other compensation programs based on the final regulations. The Company’s 
policy is, primarily, to design and administer compensation plans that support the achievement of long-temi 
strategic objectives and enhance shareholder value. Where it is material and supports the (aimpany’s 
compensation philosophy, the Committee w’ill also attempt to maximize the amount of compensation expense 
that is tax deductible by the (Timpany. 

(lompensation Ctimmittee: 

I’homas II. O’Leary', (ihair 
Raymond B. Carey, Jr., Vice-Chair 
John r. biMacchia 
Patricia Shontz Longe 
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P K R F O R M A N C E GRAPH 

Set forth below is a line };raph eomparing the five year eumulative total shareholder return on the 
Company's Common Stock, based on the market price of the Common Stoek and a.vsuming reinve‘stment of 
dividends, with the cumulative total return of e'ompanies on the Standard & Poor’s S()() Sun k Index and the 
largest food companies selected from the VC'holesale/Retail (iompensation Survey; 


C:eiMPARISON OF FIVE YEAR Cl MllIATIVE re)TAI. RETl RN* 
OF THE KReXiER CO., SAP SOO .AND PEER (,ROl P** 



■' m ' Kroger —#—S&P 5CX) -a- Peer Group 


llie Company's liscal year ends on the Saturday closest to December .-^1 

Total assumes SIOO invested on December 30, 1990 in Hie Kroger (!o., S&P SOO Index, and the largest 
food companies selected from the Wholesale Retail Compensation Sureey (the “Peer (»roup'*), with 
reinvestment of divielends. 

**'nie Peer (iroup eonsists of Albenson's, Inc., American Stores Company, Fleming Companies, Inc., (uant 
Food Inc. (Class A), (ire*ai Atlantic & Pacilic Tea Company, Inc., Safew^ay Inc., Super\'alu Inc., Fhe Vons 
Companies, Inc., and W inn-Dixie Stores, Inc. 

ITie Company's peer group is composed of the nine Iarge*st food companies measured by total revenue 
(excluding the Company) within the Wholesale Retail Compensation Sur\ey (the “Sur\ey"), which permits 
a comparison of the return of the Company's shareholders to that of companies against which executive 
compensation levels are measured. i1ie C^ompensation (>>mmittee e.stabli.shc*s the compensation for executives 
and management by comparison to compensation reported in the Sur\*ey. 

Neither the foregoing (Compensation Committee Repon nor the foregoing Pertbrmance (iraph shall be 
deemed incorporated by reference into any other tiling, absent an express reference thereto. 
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Compensation Pursuant To Plans 


Vhc (iompany maintains various l)cncfit plans which arc available to management and certain other 
employees. Lhe (iompany derives the benefit of cenain tax deductions as a result of its contributions to some 
of the plans. Each of the executive officers of the Company was eligible to participate in one or more of the 
following plans. 


The K ROGER Co. Empeoyee Protection Pi. an 

riie Company adopted Ilte Kroger Co. Employee Protection Plan (“KEPP”) during fiscal 1988. All 
management employees, including the executive officers, and administrative support personnel of the 
(iompany with at least one year of ser\ ice are covered. KEPP provides for severance benefits and the extension 
of (lompany paid health care in the event an eligible employee actually or constructively is terminated from 
employment without cause within two years following a change of control of the Company (as defined in the 
plan). Eor persons over 40 years of age with more than six years of service, severance pay ranges from 
approximately 9 to 18 months’ salai*)- and bonus, depending upon Company pay level and other benefits. KEPP 
may be amended or terminated by the Hoard of Directors at any time prior to a change of control, and w ill 
expire in 1998 unless renew ed by the Hoard of Directors. 


Pension P i. a n s 

rhe Company maintains the Kroger Retirement Henelit Plan, a defined benefit plan, to provide pension 
benefits to retired or disabled management employees and certain groups of hourly personnel. Die Plan 
generally provides for benefits at age 62 or later equal to iV>% times the years of ser\ ice, after attaining age 
21. (or, for participants prior to Januaiy' 1, 1986, after attaining age 2S ) times the highe.st average earnings for 
any five years during the ten calendar years preceding retirement, less an offset tied to Social Security benefits, 
rhe Company also maintains an Excess Henefits Plan under which the Company pays benefits w^hich exceed 
the maximum benelit payable under ERISA by defined l)enefit plans. ITie follow ing table gives examples of 
annual retirement benefits payable on a straight-life basis under the Company’s retirement program. 


.Average Remuneration 

IS 

20 

5 130,000 

5 33,“’30 

5 43,000 

230,000 

36.230 

•^3,000 

430,000 

101,230 

133,000 

630,000 

146,230 

193,000 

830,000 

191,230 

23S,000 

900,000 

202,300 

2“^0,000 

1,200,000 

2“’0,000 

360.000 

1,300,000 

292,300 

390,000 


Years of Serv ice 


2S 

30 

3S 

40 

S S6,2S0 

5 6^,300 

S -'8,7S0 

$ 90,000 

93.7 SO 

112,300 

131.2SO 

130,000 

168,7S() 

202,300 

236,2S0 

2‘^0,000 

243,'’SO 

292,300 

341,2S0 

390,000 

318.7 SO 

382,300 

446.2SO 

3 10,000 

337.S00 

403.000 

472,SOO 

340,000 

4 SO .000 

340,000 

630,000 

720,000 

487,SOO 

383,000 

682,S00 

780,000 


No deductions have been made in the above table for (offsets tied to Social Securirv' benefits. 
Remuneration earned by Messrs. Pichler, Here, Kenney, Heschel, and Rice in 199S, w hich w as covered 
by the Plan, was Sl,l3C493, S‘^“"4,330, SS40,26“^, SS30,267, and 5429,933, respectively. As of December 30, 
199S, they had 8, 38, 34, 4, and 3^ years of credited service, respectively. Mr. Dillon had no credited serv ice 
under the Plan as of December 30, 1993. 


Dillon Pi.ans 

Dillon (j)mpanies, Inc. and its subsidiaries maintain pension, profit sharing, stock ownership, and 
savings plans that provide benefits at levels comparable to the plans described above. David H. Dillon has 20 
years of credited .service and Joseph A. Pichler has 6 years of credited service under certain of the pension and 
profit sharing plans, but no further credited service will be acemed for either of them under such plans. 
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Under the Dillon Profit Sharing and Savings Plan, Dillon and each of its participating subsidiaries 
contributes a certain percentage of net income, determined annually, to be allocated among participating 
employees based on the percent each such participating employees total compensation l)cars to the toul 
compensation of all participating employees employed by such entity. On participating employees' 
termination upon attaining the age 60, death or disability, they are entitled to their full account balance. In 
addition to this plan, Dillon and several of its subsidiaric^s have adopted the Dillon Pension Plan, a defined 
benefit plan, for their eligible employee's. Under the pension plan, the normal retirement benefit for eligible 
employees is a certain percentage of average compensation during a certain period of employment multiplied 
by the years of credited service (in some of these plans there is a maximum period of credited service), minus 
the benefit provided by the Profit Sharing and Savings Plan (except as may be limited by provisions of l-RISA ). 

i'he following table shows the estimated annual pension payable upon retirement to persons covered 
by Dillon's Pension Plans. Benefits payable under the Profit Sharing and Savings Plan may exceed the amount 
payable under the Pension Plan, and participants are entitled to the greater of the two. Fhe table does not 
reflect benefits payable under Dillon's Profit Sharing and Savings Plan, since benefits under that plan are not 
determined by years of ser\ ice, and no deductions have been made in the table for offsets lied to Sot iai .Set urity 
benefits. 


Compensation 

15 

20 

S 1 so.ooo 

s 33J3() 

S 43,000 

iSO.OOO 

3(>,2S() 

"3,000 

3()().()()() 

67,300 

90,000 

4()().0()() 

90,000 

120,000 

soo.ooo 

112,300 

130,000 

4><)().<)()() 

133,000 

180,000 

700,000 

137,300 

210,000 


Years i)f Ser\’ice 


25 

.50 

35 

iO 

36.230 

S 6",300 

S ■'8,^30 

S 9().<)()0 

93.^30 

1 12,300 

131,230 

ISO.OOO 

1 12,300 

133,000 

13^,300 

1«().()()() 

130,000 

180.000 

210,000 

iio.ooo 

18“',300 

223.000 

262,300 

AOO.OOO 

223.000 

2"0,000 

313.000 

,460.000 

262,300 

3 1 3,000 

36“’,300 

420.000 


'Die amounts contributed by Dillon and its subsidiaries pursuant to these* retirement plans are not 
readily a.scertainable for any individual, and thus are not set forth above. 


E M P L t) Y M E N T C t) N T R A C T S 

‘Die (Company entered into an amended and restated employment agreement with .Mr. Pit hler dated 
as of July 22, 1993. During his employment, the (Company agrees to pay Mr. Pichler at least S42(),()0() a year, 
unless the amount is reduced due to adverse business conditions. .Mr. Pichler's employment may be terminated 
at the discretion of the Board of Directors. 'Die contract also pr()vidc*s that the Company will continue to pay 
Mr. Pichler’s salary to his iKneficiary for a period of five years after a termination of employment resulting 
from his death, or will pay to Mr. Pichler his salary for a term equal to the lesser of live years or until (k tober 
*4, 2003, if Mr. Pichler’s termination of employment results from his involuniar) separation Die Company also 
has agreed to reimburse Mr. Pichler for premiums on a policy of life insurance plus the tax effeets of that 
reimbursement. After his termination of employment for any reason after age 62, if he is not entitled to receive 
the salary continuation dc*scribed alxne, Mr. Pichler will, in exchange for his availability to provide certain 
consulting services, then receive each year until his death an amount equal to 2S'V, of the highest salarv paid 
him during the term of this agreement. 
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Beneficial Ownership Of Common Stock 


As of Fcbmar>' 9, 1996, the directors of the (Company, the named executive officers and the directors 
and executive officers as a group, beneficially owmed shares of the Company's Common Stock as follow^s: 


Amount and 
Nature of Beneficial 


Name 0\%nership 

Reuben V. Anderson. 1,666( 10) 

Richard L. Here. 165,964(7)(8) 

Raymond H. C>arey, Jr. 3,666( 10) 

John L. Cdendenin. 1,666(10 ) 

David B. Dillon . 268,405{ 1 )(7)(8) 

Richard W. Dillon. 194,29l(2)( 10) 

Lyle Evenngham . 325,195(3)(7)( 10) 

Michael S. Heschel. 52,329(7) 

Patrick J. Kenney. 168,591(7)(8) 

John T. DiMacchia. 1,666( 10) 

Edward M. Liddy. 2,400(9) 

Patricia Shontz Longc. 4,666( 10 ) 

r. Ballard Morton, Jr. 10,666( 10) 

Thomas H. O’Leary^ . 1,666(10) 

John 1). Ong. 1,666( 10) 

Katherine D. Ortega . 2,005( 10) 

Joseph A. Pichler. 503,255(4)(7)(8) 

Ronald R. Rice. 65,737(7) 

Martha Romayne Seger. 1,866( 10) 

James D. Woods. 1,666( 10) 

Directors and Executive Officers as a group (including those named above). 2,430,088(5 )(6)(7)(8) 


(1 ) This amount does not include 32,330 shares owmed by Mr. Dillon's wife, 13,506 shares in his children’s 
trust or 12,084 shares owned by his children. Mr. Dillon disclaims beneficial ownership of these shares. 

(2) This amount does not include 93,116 shares owned by Mr. Richard Dillon's wife or 481,800 in his 
father’s trust of which he is a co-trustee. xMr. Dillon disclaims beneficial ownership of these shares. 

( 3 ) T\\is am<^unt does not include 56,453 shares owned by Mr. Everingham’s wife. Mr. Everingham disclaims 
beneficial ownership of these shares. 

( 4) This amount does not include 705 shares owned by Mr. Pichler’s wife or 1,408 shares owned by his 
children. Mr. Pichler disclaims beneficial ownership of these shares. 

(5 ) The figure shown does not include an aggregate of 14,412 additional shares held by, or for the benefit 
of, the immediate families or other relatives of all directors and executive officers as a group not 
previously listed above. In each case the director or executive officer disclaims beneficial ownership of 
such shares. 

(6) No director or executive officer ow ned as much as 1% of Common Stock of the Company. The directors 
and executive officers as a group beneficially owmed 1.8% of Common Stock of the Company. 

C^) This amount includes shares which represent options exercisable on or before April 9, 1996, in the 
following amounts: Mr. Bere, 92,777; Mr. David Dillon, 147,505; Mr. Everingham, 110,666; Mr. Heschel, 
28,333; Mr. Kenney, 143,036; Mr. Pichler, 223,080; Mr. Rice, 53,666; and all directors and executive 
officers as a group, 1,302,182. 

(8) The fractional interest resulting from allocations under Kroger’s 401(k) plan and Dillon’s ESOP and 
401( k) plan has been rounded to the nearest whole number. 

(9) Mr. Liddy w^as elected to the Board of Directors on February^ 9, 1996, and purchased 2,400 shares on 
February^ 23, 1996. 

(10) This amount includes 666 shares which represent options exercisable on or before April 9, 1996. 


17 

























As of February^ 9, 1996, the following persons reported beneficial ow^nership of the (>)mpany's 
(x)mmon Stock based on reports on Sc hedule 130 filed with the Securities and Exchange (Commission ot other 
reliable information as follows: 


.\inount 

aiid 

Nature of Percentage 

Name Addre?»vS of Beneficial Owner Ow nenihip of Clav» 


llie Kroger Co. Savings Flan 1014 Vine Street i4X>6S,939( 1 ) 10.9% 

(Cincinnati, OH 4S202 

ITie Dillon (Cos. Employee Master Trust 700 East 30th Street 8,393,^2S( 1 ) 6.3% 

Hutchinson, KS 67052 


(1) Shares beneficially ow ned by plan trustees for the benefit of participants in employee benefit plans. 


Compliance With Section 16(a) of The Securities Exchange Act 
Section 16(a) of the Securities Exchange Act of 1934 requires the (Company's officers and directors, 
and persons who owm more than ten percent of a registered class of the (Company’s equity securities, to file 
reports of ownership and changes in ownership w ith the Securities and Exchange (Commission and the New 
York Stock Exchange. Such officers, directors, and shareholders are required by SE(C regulation to furnish the 
(Company with copies of all Section 16( a) forms they file. 

Based solely on its review of the copies of such forms received by the (Company, or w^ritten 
representations from certain reporting persons that no Forms 5 were required for those persons, the (Company 
believes that during fiscal year 1995 all filing requirements applicable to its officers, directors and ten percent 
beneficial owners were satisfied except that Mr. Richard W. Dillon inadvenently filed a Fonn 5, reporting a 
gift of 8,000 shares by a trust under w hich he is a co-trustee and a beneficiary , H days late: Mr. Michael S. 
Heschel inadvertently filed a Form 4, reporting the sale of 12,500 shares, four days late; and Mr. Jack W. 
Partridge, Jr. inadvertently reported the eftect of the sale by his son of 100 shares without reporting the 
transaction itself. Upon discovery of the oversight, Mr. Partridge reported the disposition on an amended Form 
5. 
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Selection Of Auditors 

(Item No. 2) 

rhc Board of Directors, on February’ 9, 1996, appointed the linn of Coopers & Lybrand L.L.F. as 
Company auditors for 1996, subject to ratification by shareholders. This appointment was recommended by 
the Company's Audit ('.ommittee, comprised of directors who are not employees of the Company. If the firm is 
unal)le for any reason to perform these sen^ices, or if selection of the auditors is not ratified, other independent 
auditors will be selected to ser\T*. Ratification of this appointment requires the adoption of the following 
resolution by the affirmative vote of the holders of a majority' of the shares represented at the meeting: 

‘RFSOLVFD, rhat the appointment by the Board of Directors of Coopers Sa Lybrand 

L.L.P. as Company auditors for 1996 be, and it hereby is, ratified." 

Fees for all audit serv ices provided by (j)opers & Lybrand L.L.P. in 199^ totaled 5690,604. In addition, 
fees totaling 5142,686 were charged for non-audit services. 

A representative of Coopers & Lybrand L.L.P. is expected to be present at the meeting to respond to 
appropriate questions and to make a statement if he or she desires to do so. 

THE BOARD OF DIRECTORS AND MANAGEMENT RECOMMEND A VOTE FOR THIS PROPOSAI.. 


SHAREHOLDER PROPOSALS—1997 .VXNI AL MEEFING. Shareholder proposals intended for 
inclusion in the C^ompany’s proxy material relating to the Company's annual meeting in May 1997 should be 
addressed to the Secretary’ of the (Company and must be received at the Company’s executive offices not later 
than December 7, 1996. 


Attached to this Proxy^ Statement is the Company's 199S Annual Report which includes a brief 
description of the (Company’s business indicating the general scope and nature of such business during 199^, 
together with the audited financial information contained in the Company's 199^ report to the Securities and 
Exchange Commission on Form lO-K. A copy of that report is available to shareholders on request by 
writing: I^wrence M. Turner, Vice President and Treasurer, The Kroger Co., 1014 Vine Street, 
Cincinnati, Ohio 45202-1100 or by calling 1-513-762-1220. 

Fhe management knows of no other matters that are to be presented at the meeting but, if any should 
be presented, the Proxy C>ommittee expects to vote thereon according to its best judgment. 

By order of the Board of Directors, 

Paul W. Heldman, Secretary’ 
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Financial Report 1995 

Manacemlnt s Rksponsibility for Financial Ri porting 

I he management ot The Kroger Co. has the resp()nsil)iliiy for preparing the accompanying linancial 
statements and tor their integrity and ohjectiviiy. I’he statements were prepared in accordance with generally 
accepted accounting principles applied on a consistent basis and are not misstated due to material error or 
(raud. ITie linancial statements include amounts that are based on management’s best estimates and judgments. 
Management also prepared the other intormation in the report and is responsible lor its acc uracy and 
consistency vvith the linancial statements. 

I'he Company's linancial statements have [)een audited by Coopers ^ Lybrand L.l .P., independent 
certified public accountants, approved by the shareholders. Management has made available to Coopers Sc 
Lybrand L.L.P. all ol the (.ompany’s linancial records and related data, as well as the minutes of shareholders’ 
and directors' meetings. Furthermore, management believes that all representations made to Coopers eSc 
Lybrand L.L.P. during its audit were valid and appropriate. 

Management ot the Company has established and maintains a system of internal control that provides 
reasonable assurance as to the integnty ol the linancial statements, the protection of assets from unauthorized 
use or disposition, and the prevention and detection ol Iraudulent financial reporting, fhe .system of internal 
control provides lor appropriate division of responsibility and is documented by written policies and 
procedures that are communicated to employees with signilicant roles in the linancial reporting process and 
updated as necessary. Management continually monitors the system of internal control for compliance. The 
(>ompany maintains a strong internal auditing program that independently assesses the ellectiveness of the 
internal controls and recommends possible improvements thereto. In addition, as part of its audit of the 
(.ompany’s linancial statements, CTiopers & Lybrand L.L.P. completed a review' of selected internal accounting 
controls to establish a basis for reliance thereon in determining the nature, timing and extent of audit tests to 
be applied. Management has considered the internal auditor's and Coopers & Lybrand L.L.P.’s 
recommendations concerning the Ciompany’s system of internal control and has taken actions that vve believe 
are cost-eliectiv'e in the circum.stances to respond appropriately to the.se recommendations. Management 
believes that, as ol December 30, 1993, the Company’s sy.stem of internal control is adequate to accomplish 
the objectives discussed herein. 

Management also recognizes its responsibility for fostering a strong ethical climate so that the 
(>ompany s alfairs are conducted according to the highest standards of personal and coq'iorate conduct, fhis 
responsibility is characterized and rellected in the (Company's code of corporate conduct, w hich is publicized 
throughout the C.ompany. Hie code ol conduct addresses, among other things, the necessity of ensuring open 
communication within the Company; potential conllicts of intere.sts; compliance w ith all domestic and foreign 
laws, including those relating to linancial disclosure; and the conlidentiality of proj^rieiary information llie 
(.ompany maintains a .systematic program to a.ssess compliance with these policies. 

Joseph A. Pichler W. Rodney McMullen 

(iHiimuni oj the Board and Gnnip Vice Pn*sidefit and 

Chief Executive Officer Chief Financial Officer 

Audi I Com.mittee Chair.mans Letter 

I he Audit (.ommittee ol the Hoard of Directors is composed of live independent directors. The 
committee held three meetings during fiscal year 1993. In addition, members of the committee received and 
reviewed various reports Irom the (Company's internal auditor and from (hoopers & Lybrand L.L.P. throughout 
the year. 

llie Audit (.ommittee oversees the (i)mpany’s linancial reporting process on behalf of the Hoard of 
Directors. In fullilling its responsibility’, the (Committee recommended to the Hoard of Directors, subject to 
shareowner appnwal, the selection ol the (Company’s independent public accountant, (hoopers Sc Lybrand 
L.1..P. The Audit Committee discussed with the (Company's internal auditor and (j)opers & Lylirand L.L.P. the 
overall scope and specilic plans tor their respective audits. Lhe committee also discus.sed the (a)mpany’s 
consolidated linancial statements and the adequacy of the (Company's internal controls. At each meeting, the 
Committee met with the Company’s internal auditor and Coopers Sc Lybrand L.L.P., in each case without 
management present, to di.scuss the results ol their audits, their evaluations of the Company’s internal controls, 
and the overall quality- ot the (Company’s linancial reporting. Lhose meetings also were designed to facilitate 
any private communications with the (Committee desired bv the Companv’s internal auditor or (>)opers Sc 
Lybrand L.L.P 

John T. I^Iacchia 
Chainnan—Audit Cornrnitttv 
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The Company 

The Kroger C’o. (the “Company") was founded in 1883 and incorporated in 1902. As of December 
30, 199^ the Company was the largest grocery^ retailer in the United States based on annual sales. The Company 
also manufactures and proce.sses food for sale by its supermarkets. The Company’s principal executive offices 
are located at 1014 Vine Street Cincinnati, Ohio 45202 and its telephone number is (513) 762-4000. 

As of December 30, 1995, the Company operated 1,325 supermarkets, most of which are leased. Of 
this number, U080 supermarkets were operated principally under the Kroger name in the Midwest and South. 
Dillon (Companies, Inc. (“Dillon”), a wholly-owned subsidiary' of the Company, operated 245 supermarkets 
directly or through wholly-owned subsidiaries (the “Dillon Supermarkets”). The Dillon Supermarkets, 
principally located in Colorado, Kansas, Arizona and Missouri, operate under the names “King Soopers’', 
“Dillon Food Stores”, “Fry-’s Food Stores”, “City’ Market”, “Gerbes Supermarkets”, and “Sav-Mor”. 

As of December 30, 1995, the (Company, through its Dillon subsidia^y^ operated 819 convenience 
stores under the trade names of “Kwdk Shop”, “Quik Stop Markets”, “Tom Thumb Food Stores”, “Turkey Hill 
Minit Markets”, “Loaf ’N Jug”, and “Mini-Mart”. The (Company owmed and operated 694 of these stores wffiile 
125 were operated through franchise agreements. The convenience .stores offer a limited assortment of staple 
food items and general merchandise and, in most cases, .sell gasoline. 

Fhe Company intends to develop new^ food and convenience store locations and will continue to 
a.sse.ss existing stores as to possible replacement, remodeling, enlarging or closing. 
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Management’s Discussion and Analysis of Financial Condition and 
Results of Operations 

Sales 


Total sales for the fourth quarter of 199S were SS.9 l)illion compared to SS.6 billion in the fourth 
quarter of 1994, a 4.9% increase. Sales for the full year increased 4.3‘^). Food stores .sales for the fourth quarter 
199S w ere S.3% ahead of the founh quarter 1994 and 4.9‘V> ahead for the year. A review of sales by linc*s of 
business for the three years ended DecemlKr 30, 199S, is as follows: 



% of 1995 

1995 


Sales 

.Amount 

Food Store's . 

939% 

$22,488 

Convenience Stores. 

3.6% 

830 

Other sales. 

2.3%) 

600 

Total sales. 

100.0%) 

S23.938 


1994 PW 


Change 

Amount 

Change 

Amount 

change 

(millions of dollars) 

+ 4.9'V. 521,442 

+4.9% 

520,443 

+ 1.1%. 

- 3.4% 

898 

-3.6% 

931 

+3.9% 

-3 1% 

619 

-.37.3% 

990 

-3.9% 

+ 4..3% 

$ 22,939 

+ 2.6% 

$22,384 

+ 1.1% 


Sales in identical food stores, stores that have Ixen in operation and have not Ixen expanded or 
rehxated for one full year, increased 1.6% in the fourth quarter and 1.4% for the full year. ITie increa.se in IVkkJ 
storc‘s' sales can be attributed primarily to inflation of less that 1%, the opening or expansion of 83 food storeys, 
and higher average .sales per cu.stomer. Higher sales per customer are the result of the Company's focus on the 
combination food and drug store, combining a food store with a pharmacy and numerous specialty 
departments such as floral, video rental, book .stores, etc. The emphasis and on-going development of this “one- 
stop shopping" convenience format tailored to each market is w here the Company’s emphasis will Ik* placed 
for future .sales grow th. 

Convenience stores’ sales decreased S.4% for the year and 7.1% during the fourth quarter. Hie decline 
w as a rt*sult of the January' 1993 sale of the Company’s Time Savers Stores, Inc. subsidiar> w hich operated 116 
stores. Adjusting 1994 convenience store sales to exclude l ime Savers .sales would result in a 3. 3% increase for 
the quarter and a 7.6%) increase for the year. ITie full year 1993 sak*s for the remaining six company 
convenience store group w^ere enhanced by strong identical in-store sales and an increase* in gasoline retail 
prices. In-.store .salt's in identical convenience stores increa.sed 1.6%» in the fourth quarter 1993 and 2.6%) for 
the full year, (iasoline sales at identical convenience store's decrea.sed 1.4%) in the fourth quarter 1993 on a ,8%) 
increa.se in gallons sold, and ga.soline sales increa.sed 3 2% for the year on a .4%) increa.se in gallons sold. 

Other salt's primarily con.sist of outside .salt's by the (‘ompany’s manufacturing divisions. In the lirst 
quarter of 1994, sales of general merchandise to Hook-Superx, Inc. (HSl) were S48.4 million and were 
included in other sales. Purcha.ses were di.scontinued by HSl in the first quarter of 1994. Adjusting other sales 
to eliminate sales to HSl would produce an increa.se of 3.1%) for the full year, fhe fourth quarter increa.se in 
other .sales as compared to 1994’s fourth quarter w as 12.4%). 

Total .sales for the fourth quarter and year-to-date increased 3.4%) and 3.0%,, respectively, after adjusting 
for the other sales to HSl, and the exclusion of sales from Time Savers Stores, Inc. 

Total food store .square footage increased 4.6%, 4.7%) and 3 2%) in 1993, 1994, and 1993. rc*spectively. 
Hie (Company expects to increa.se retail food store square footage by approximately 6-“^%) in both 1996 and 
1997. Convenience store square footage decrea.sed 10.6%) in 1993, increased .4%) in 1994, and declined .1% in 
1993 Convenience store square footage increa.sed 1.7%> in 1993 after adju.sting for the disposition of Lime 
Savers Stores, Inc. 

Sales per average square f(K)t for the last three years w^ere: 

Total Sales Per 
.Average Square F<K»t 

199S 1994 199.4 

Food Store's. S403 $402 $398 

Convenience .Store's. $444 $412 $403 
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Man ACiKMENT's Disci SSI ON and Analysis of Financial Condition and 
Rfsi LTs OF Off RATIONS, Continued 

Sales per average square fool for convenience stores for 1994 and 199^ exclude stores that are operated 
by franchisees. 

rhe Company produced record sales in 199S despite increased competition from other food retailers, 
supercenters, mass merchandisers, and restaurants. Markets that experienced strong competitive pressures in 
the recent past, such as Detroit and other Michigan cities: Columbus, Ohio; and Indianapolis, Indiana: 
produced outstanding comparable results. Other markets faced new competitive challenges in 199^, such as 
Denver, Colorado: Phoenix, Arizona: and Atlanta, (ieorgia. Ilie Company’s wide regional diversity allowed it 
to withstand these challenges and to produce record results. 

the sales improvement in 1994 was the result of new square footage combined w4th the increased 
productivity of existing stores. Factors that alfected 1994 .sales had already begun to affect sales in 1993. Sales 
in 1993 showed an improvement over 1992 in part due to the rebounding of the Michigan market that 
sustained a prolonged labor strike in 1992, increased price competitivene.ss of the (Company, and private label 
popularity. 

rhe ('ompany’s future food store strateg>^ is to invest in existing Kroger markets or adjacent geographic 
regions w here the Ciompany has a strong franchise and can leverage marketing, distribution, and overhead 
dollars. It is anticipated that this strategy^ will produce a negative effect on identical sales but will create another 
year of improved total sales in 1996. (]onsi.stent increases from the Company’s existing store base combined 
with incremental contributions from the capital spending program are expected. 

F B I T D 

rhe Company's Senior Competitive Advance and Revolving Credit Facility Agreement, as amended, 
(the “Credit Agreement"), and the indentures underlying approximately S1.2 billion of publicly issued debt 
contain various restrictive covenants, many of w hich are based on earnings before interest, taxes, depreciation, 
FIFO charge, unusual and extraordinary* items (“FBITD"). These covenants are based, among other things, 
upon generally accepted accounting principles (“(iAAP") as applied on a date prior to January* 3, 1993. The 
ability to generate FBI ID at levels sufficient to satisfy* the requirements of thc‘se agreements is a key mea.sure of 
the (>)mpany's linancial strength. I'he presentation of EBITD is not intended to be an alternative to any GAAP 
measure of performance but rather to facilitate an understanding of the (>)mpany’s performance compared to 
its debt covenants. At December 30, 199^ the ('.ompany was in compliance w ith all covenants of its Credit 
Agreement. Fhe Company believes it has adequate coverage of its debt covenants to continue to respond 
effectively to competitive conditions. 

FBni), which does not include the effect of Statement of Financial Accounting Standards (“SFAS") 
No. 106, “Employer's Accounting for Postretirement Benefits Other Than Pensions", the C>)mpany’s 1994 
.special contribution to Tlie Kroger Co. Foundation, or the 1994 charge related to the dispo.sition of the San 
Antonio stores, increa.sed 9.2% in 1993 to $ 1.163 billion compared to $ 1.063 billion in 1994 and S977 million 
in 1993 EBril) grow th was generated by identical stores’ .sales gains, higher gro.ss profit margins generated by 
improved procurement co.sts, and reduced operating, general and administrative expen.sc^ as a percent of sales, 
rhe Company’s strong storing program continued to produce incremental EBITD increases as wxll. EBITD 
increa.ses in 1994 and 1993 were due in large part to increased .sales combined with an improved gross profit 
rate. 
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Management’s Discussion and Analysis of Financial Condition and 
Results of Operations, Continued 

Merchandise Costs 

Merchandise* costs include warehousing and u^ansponation expenses and LIFO charges or credits. TTie 
following table show\s the relative effect that UFO charges have had on merchandising costs as a pcTcent of 
salens: 

199S _199^_ 1993 

Merchandise costs as reported. “'S.60'V, ^S.81% *^6.43% 

LIFO charge (credit). .(}S% .07% (.02% ) 

Merchandise* eosts as adjusted. “'S.SS% “^S.74% ■^6.4S% 

Itie Company’s FIFO merchandise costs decreased for the third consecutive year. ITie (i)mpany 
reduced the cost of products during 1993 through its investment in technology focusing on improved store 
operation, procurement, and distribution practices. Transportation and warehousing costs as a pe*rcent of salens 
declined from 1994\s rate*s. These* cost reductions have allowed the Company to pass on some of the*se lower 
costs to the customer and to make the Ca)mpany’s merchandise more price competitive and attractive to 
customers. ITie gross profit rate was favorably influenced by the (Company’s advances in con.solidated 
distribution and coordinated purchasing, reduced transportation costs, and strong private lalK*I sales. 
Merchandise costs were unfavorably aflected by the increase in the LIFO charge in 1994 as compared to 1993 
Merchandise costs also were favorably affected by the discontinuance of low-margin sale*s to HSl in the first 
quarter of 1994. Merchandise costs as a percent of sak*s adjusted for these sales declined to 73.76% in 1994 
from 73.97% in 1993- 

TTie Uompany expects the cost of product to improve in the future as the (>>mpany continuc*s to use 
technology, outsourcing, and a variety of .store level efficiency enhancements to drive dow n costs. 


Operating, General and A d m i n i s r r a t i \ e E x p e .n s e s 

Operating, general and administrative expenses as a percent of sales in 1993, 1994 and 1993 were 
18.41%, 18.42% and 17.98‘V), respectively. Excluding the effect of sales to HSI from 1994 and 1993, operating, 
general and administrative costs wx*re 18.41%, 18.43% and 18.37% in 1993, 1994 and 1993, respectively. 

ITie decline in the operating, general and administrative expen.se rate w as the result of decrea.sc‘s in 
incentive pay, utility expense, and total employee costs as a percent of sales. Operating, general and 
administrative expenses were adversely affected by increase*s in credit card fee*s and store supplies, reflecting 
increa.sed price*s for paper and plastic commodities. 

ITie (Company’s goal for 1996 is to reduce operating, general and administrative expense rate*s. 
Increa.sed sales volume combined w ith investments in new* technologies and logistics programs to improve* 
e*fficiene'ie*s and lower costs while maintaining cu.stomer .ser\*ie'e, should help achieve this goal. In 1996, the 
Company plans on opening or expanding 113 to 120 .stores compared to 83 in 1993. This expansion program 
will adversely affect operating, general and administrative rates as upfront costs a.vs(Kiated with the opening 
of new store*s are incurred. 

Income Taxes 

1’he effective income tax rate^ were 37.4%, 36.2% and 39.8% for 1993, 1994 and 1993, respectively. 
ITie income tax rate in 1993 was favorably affected l)y state income tax refunds. Income tax expense* for 1994 
includes a $3.9 million benefit from the donation to ITie Kroger Co. Foundation of an a.s.se*t that had a market 
value al>ove* the book value. Income tax expense* for 1993 ineiude*s a S4.2 million charge to increase deferred 
taxes for the* change in the federal income tax rate*. 
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ManAGF.M i-NT's Discussion and Analysis of Financial Condition and 
Rfsults or Operations, Continued 

Net Earnings (Loss) 

Net earnings (loss) totaled S302.8 million in 199^ compared to S242.2 million in 1994 and S{ 12.2) 
million in 1993. Karnings in 199^ compared to 1994 and 1993 were affected by: (i) a 1994 pre-tax charge of 
54.4 million offset by a SS.9 million tax credit in connection with the Company's contribution to The Kroger 
Co. Foundation, (ii) a S2S.1 million pre-tax charge in 1994 to recognize future lease commitments and losses 
on equipment related to certain San Antonio stores sold to Megafoods, Inc., which declared bankruptcy during 
1994, (iii) a 523 1 million 1994 pre-tax gain on the disposition of the Company’s investment in IlSI after 
providing for certain tax indemnities related to HSl, (iv) a 1993 charge against earnings of 5248.7 million 
before taxes, 5139.2 million after tax, for the cumulative effect, along with an additional 513.2 million, 517.7 
million and 519.3 million in 1993, 1994 and 1993, respectively, for the current year’s effect of a change in 
accounting for retiree health benefits, (v) an after tax extraordinary loss from the early retirement of debt in 

1993 of 516.1 million compared to 526.7 million in 1994 and 523-8 million in 1993, (vi) a pre-tax LIFO 
charge in 1993 of 5 l4.1 million versus a charge of 516.2 million in 1994 and a credit of 5.3.2 million in 1993, 

(vii) a 522.^ million charge ( 513 million after tax ) during 1993 in connection with the di.sposition of the San 
Antonio stores, (viii) net intere.st expense in 1993 of 5.312.7 million versus 5.327.6 million in 1994 and 5,390.0 
million in 1993, and (ix ) depreciation expense of 5.311.3 million, 5277.8 million and 5263 8 million in 1993, 

1994 and 1993, re.spectively. 

Liquidity and Capital Resources 
Debt Mandgenienl and Intcivst Expetise 

Net intere.st expense declined to 5312."^ million in 1993 as compared to 5.327.6 million in 1994 and 
5.390.0 million in 1993. 

Reduced borrowing requirements in 1993 caused by strong cash flow and lower working capital 
needs combined with the September 1993 conversion of the remaining outstanding principal balance of the 
Company's 5200 million OVs'A. Convertible .lunior Subordinated Notes led to a reduction in interest expense 
and debt balances. Additionally, the Company repurchased and retired 528.3.0 million of high yield senior 
and subordinated deltt which was financed by cash generated from operations and low'er cost bank debt. 
Interest expense was adversely affected in 1993 by an increa,se in market rates. In 1994 the Company 
repurchased or redeemed 5339.3 million of high rate senior and subordinated debt; a portion of these 
retirements were finaneed by 5111.4 million of new .subordinated debt and 51,32.3 million in additional bank 
borrow ings In 1993. the proceeds from 5369." million of new' senior and subordinated debt issues and from 
the issuanee of 13,2"3.000 shares of common stock which netted 520.3.3 million, were used in comlMnation 
with other sources of cash to repurchase or redeem 51.0 billion of high cost subordinated debt. (See 
‘ Repurchase and Redemption of Debt" ) 

rite Company’s Credit Agreement provides a $1.73 billion revolving credit facility through July 20, 
2002. Fhe average interest rate on the Catmpany’s bank debt, which totaled 51,008.2 million at year-end 1993 
versus S9"9.3 million at year-end 1994 was 6.84% compared to 3.37% in 1994 and 4.37%, in 1993- The increase 
is due to higher market intere.st rates that were not entirely offset by lower borrowing spreads on the 
Company’s Credit Agreement. The Company’s rate on the bank debt is variable. 

Fhe Company currently expects 1996 net interest expen.se, estimated using year-end 1993 rates, to 
total approximately 5.300 million. A 1% change upward in market rates w'ould increase this estimated expense 
by approximately 54.6 million. \ 1% decrea.se in market rates w'ould reduce the estimated expense by 
approximately 58.9 million. 

Long-term debt, including capital leases and eurrent portion thereof, decreased $382 million to 5.3,324 
billion at year-end 1993 from $3 906 billion at year-end 1994. The C:ompany purchased a portion of the debt 
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Management’s Discussion and Analysis of Financial Condition and 
Results of Operations, Continued 

issued l>y the IcndcTS of certain of its structured financings, which cannot he retired early, in an effort to 
effectively further reduce the Company's intere*st expense. Excluding the debt ini Hired to make thc‘se 
purchases, which are classified as invc*stments, the (Company’s long term debt would Ik* SS9.() million less or 
billion at year-end 199S compared to S3.83"^ billion at year-end 1994. 

Required principal repayments over the next five years decreased to S429.2 million at year-end 199S 
versus SCkO."" million and S 1.048 billion at year-end 199-4 and 1993, respectively. Seheduled debt maturitie*s 
for the five years subsequent to 199S, 1994 and 1993 were. 


199S_1994_ 199.^ 

(in th(»usand.s) 

Year 1 . S 24,939 S “",926 S 63,0^3 

Year 2. 11,838 14,341 111,010 

Year 3 . 16,839 12 , 8 ^S 11^,434 

Year 4 . 337,419 lS,S(r 146,^84 

Years . 38,212 620,012 609,769 


In 199S, Year 4 maturities include the remaininj^ Si 39.2 million of lO'V) Senior Subordinated Notes, 
and S12S.0 million of 9% Senior Subordinated Notes. 

In 1994, Year S maturities include S12S million of 9'V> Senior Subordinated Notes, S200 million of 
6 Vk% Oinvertible Junior Subordinated Notes, and S222.6 million of lO'Vi Senior Subordinated Notes. In 199S 
the Clompany issued a redemption notice to the holders of the remaining outstanding balance of the 6Vh% 
(j)nvertible Junior Subordinated Notes. All of the holders elected to convert the note*s into approximately 10.7 
million shares of common stock. 

Year S maturities for 1993 include the entire 5362.0 million outstanding under the Company's 
Working (Capital Facility under the predeces.sor to the (j)mpany’s current ('redit Agreement, S()8.0 million of 
Facility I) under its predecessor CYedit Agreement, and the remaining 11 */k'V, ,Senior Notes outstanding at 
Januaiy* 1, 1994 of 5138.4 million, which were redeemed on March IS, 1994. 

I’he (Y)mpany currently has in place various interest rate hedging agreements with notional amounts 
aggregating 53.16S billion, llie effect of these agreements is to: (i) fix the rate on $42S million lloating rate 
debt, with 5200 million of swaps expiring in May 1996. 5100 million expiring in DecemlK-r 1998, and the 
remaining 512S million expiring in January* 1999, for w hich the Company pays an average rate of (>.34% and 
receives 6 month LIBOR: (ii) fix the rate on 5330 million lloating rate debt incurred to purchase the 
Company's high-rate public bonds in the open market to match the original maturity* of the debt purchased, 
borrowing at an effective rate that is lower than the yield to maturity of the repurchased debt and paying an 
average rate of 7.S2% on these* agreements which w ill expire 5“'S million in 2000, 539S million in 2001, and 
5()0 million in 2002; (iii) swap the* contractual inte*re*st rate* on 5330 million of seven and ten ye*ar debt 
instruments into lloating-rate instruments, for which the (Company pays 6 month LIBOR and rece*ive*s an 
average rate of’^.04%, with 5100 million of these* contracts expiring in May 1999 and the* remaining 52SO 
million expiring in August 2002, and concurrently, fixing the* rate on 5 300 million of floating rate* elebt, w ith 
5100 million of sw aps expiring in August 1996, 5100 million in May 199“', and 5 100 million in August 1998, 
for w hich the (Company pays an average rate of 6.38H): effectively changing a portion of the* Company’s interest 
rate* exposure from seven to ten years to three* to five years; (iv) sw ap the* contractual intere*st rate on 5“^3^ 
million of four, seven and ten year fixed-rate instruments into floating-rate* instruments, for which the* 
Company pays 6 month LIB( )R and receives an average rate* of S.99%, w ith S"'S million of these swaps expiring 
in February 1998, S*^S million expiring in March 1998, 5S() million expiring in October 1999, 5100 million 
expiring in November 1999, 5S0 million expiring in July 2000, 51 10 million expiring in .November 2000, 
5 12S million expiring in January' 2001, and 5 ISO million expiring in July 2003; and (v ) cap six month LIBOR 
on S82S million for an original term of one to five* years at rates betw een S.O’V, and 6.0'>i», w ith 52“'S million 
expiring in the first quarter of 1996, 5S0 million of the caps expiring in each of July 199“^ and July 1998. 
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SlOO million expiring in December 1997, SlOO million expiring in each of January' 1997 and January- 1998, 
and the remaining S ISO million expiring in January' 1999. Inierest expense was increased S2.7 million in 1995 
and reduced S13.4 million and SI 1.9 million in 1994 and 1993, respectively, as a result of the Company's 
hedging program. 

To meet any short-term liquidity' needs, the (Company's Credit Agreement provides for borrowings of 
up to S1.“'S billion. Hie C4)mpany's borrowings under the Credit Agreement are pennitted to be in the form 
of commercial paper. At December 30, 1995, the Company had S221.7 million of commercial paper 
outstanding of the S1.008 billion in total bank borrow ings. At year-end 1995, after deducting amounts set aside 
as backup for the Company's unrated commercial paper program, SS52.0 million was available under the 
(Company’s Credit Agreement to meet shon-lerm liquidity’ needs. There are no principal payments retjuired 
under the (!redit Agreement until its expiration on July 20, 2002. 

Common Stock 

On September 5, 1995 the (4)mpany issued approximately 10.7 million shares of common stock in 
connection with the redemption of its 6Vh% (ionvertible Junior Subordinated Notes and the election by 
holders to convert their Notes to stock. 

REPI RCHASE AND REDEMPTION OF DEBT 

During 1995 the Company issued a notice in which it elected to redeem the remaining outstanding 
amount of its 6Vh% (Convertible Junior Subordinated Notes. The holders elected thereupon to convert their 
Notes into 10.“' million shares of common stock. The Company also repurchased, on the open market, S29.1 
million of its 9‘/i% Senior Secured Debentures and S253.9 million of its various senior subordinated debt 
issues. I’he repurchases were effected using additional bank borrow'ings. cash from operations, proceeds from 
the sale of assets, and w'orking capital improvements. The outstanding balances of these debt issues at 
December 30, 1995, were S857.1 million for the Senior Subordinated Debt issues and S131.0 million for the 
9*A% Senior Secured Debentures. 

During 1994 the Company redeemed the remaining outstanding amounts of its 1 P/8% Senior Notes, 
its 8yi% Senior Subordinated Reset Notes, and its 8^4% Convertible Junior Subordinated Debentures. The 
(Company also repurchased S 144.8 million of its various senior subordinated debt issues and §39 9 million of 
its 9‘/i% Senior Secured Debentures. The redemptions and repurchases were affected using funds from asset 
sales, the sale of treasury' stock to employee benelit plans, proceeds from new' financings, excess cash from 
operations and additional bank borrow'ings. Hie outstanding balances of these debt issues at December 31, 
1994, were Sl.lOS billion for the Senior Subordinated Debt is.sues and S 160.2 million for the 9^4% Senior 
Secured Debentures. 

During 1993 the (Company repurchased S300.6 million face amount of Junior Subordinated Discount 
Debentures with an accreted value of S285.1 million, S71.2 million Senior Subordinated Debentures, SI 11.6 
million Senior Notes, and S33 5 million Senior Subordinated Reset Notes. Additionally, the Company 
redeemed the remaining S498.2 million Junior Subordinated Discount Del)entures. 

C A p I t A I. Expenditures 

(Capital expenditures totaled S726.1 million for 1995, a 36% increase over 1994's total of 5534.0 
million. (Capital outlays in 1993 were S3'^6.1 million. During 1995 the Company opened, acquired or 
expanded 83 food stores and 19 convenience stores compared to 82 food stores and 1“" convenience stores in 
1994 and 46 food stores and 10 convenience stores in 1993. ITte Company also completed 62 food store and 
12 convenience store remodels during 1995. During 1995, 32 food stores were closed or sold. The (Company 
closed 13 convenience stores during 1995 and completed the sale of its 116 store Time Savers convenience 
store subsidiary. 
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Capital expenditures in 199S include 5492.“^ million of construetion-in-pr()grc‘ss at year-end compared 
to S284.9 million at year-end 1994; a "^3% increase. This increase reflects the 0)mpany\s strategy of growth 
through expansion as well as the (Company’s emphasis, whenever possible, on self-dtYelopmeni of store 
projects, which take many months to complete. ITie (Company prefers self-development rather than huild-to- 
suit leases becausc‘ of the (Company’s favorable lK)rrowing rates, llie annual occupancy cost for a company- 
owned store is approximately $1 per square foot le^ss expensive than for a leased store. In 1993 the Company 
opened or expanded 23 more Company owned stores and propenies than in 1994. 

Tlie Company expects 1996 capital expenditures, including additional (Company owned real estate, 
logistics projects, and continuing technolog>^ invt*stments, to total approximately SHOO-$830 million. F(M)d 
store square footage is expected to increase 6-7% by the opening, expansion or acquisition of approximately 
113 food stores. ITie CA)mpany also expects t(^ complete within-the-wall remodels of 30-60 food stores. The 
increased square f(K)tage is planned for existing Company markets where the Company has an established 
market position and an existing administrative and logistical network. The (Company’s ability to execute its 
capital expenditure plan will depend, in part, on its ability to generate continued HBlll) growth. 

Consolidated Statement of Cash Flows 

During 1993 the (Company generated 5798.3 million in cash from ojurating activities compared to 
5730.3 million in 1994 and 5617.3 million in 1993. The increase from 1994 is primarily due to an increase in 
net earnings Ixfore extraordinary* losses of $30.0 million. Additionally, non-cash charges against operating 
income for depreciation and amortization increased 531.4 million and non-operating gains included in net 
earnings decreased 521.8 million. ()lfsetling these net increases in cash from operating activitic-s was a decrease 
of 532.9 million in cash from changes in operating assets and liabilities. This decrease* was primarily the re*sult 
of a net increase* in long-term liabilities of only $12.6 million as compared to 538.0 million in 1994. 'Die 
increase in 1994 from 1993 is due* to an increase in net earnings before extraordinary* loss of $98.1 million 
and an increase in cash from change's in operating assets and liabilitie*s of 5193.9 million as compared to 5103.3 
million in 1993 

Investing activities used 5663.6 million compared to 5S46.3 million of cash used in 1994 and $ 368.3 
million of cash u.sed in 1993- The increase in the* use of cash in 1993 is due* to an expansion in the level of 
eapital expenditures over 1994 of 5192.2 million, and a decline of 522.8 million in the .source of cash from 
sales of asse*ts. Offsetting these* uses of cash was a $73.2 million net decrease in the* use* of cash for the* purchase* 
of investments and a 522.6 million reduction in additions to property held for sale*. The* increase* in 1994 from 

1993 was due* to additional eapital expenditure's of 513*^.8 million, an increa.se* of 543 3 million in the u.se* of 
cash for investments and 58.8 million for 1994 additions to property held for sale, offset by a net increase of 
$32.0 million in the* source of cash from sale's of a.ssets. The increase* in inve*stments in 1994 w as primarily due* 
to the* purchase* of debt issued by a lender of eertain of the* (Company's structured financings. (Se*e* Liquidity 
and (Capital Resources) 

Gash used by financing activities in 1993 totaled $160.2 million compared to 529'^-8 million and 
5231 7 million in 1994 and 1993, re*spe*ctive*ly. Die* decrease* in the* use* of eash during 1993 as compared to 

1994 is due to a 1993 net debt reduction of 5191.0 million versus 1994’s net debt reduction of $304 1 million. 
Additionally, $ 18.6 million less cash was needed for debt prepayments and finance* charges and an additional 
$18.6 million was provided by b(Kik overdrafts. Offsetting the*se items was a 512.3 million reduction in cash 
provided from the* sale* of suxk and related transactions. The increase* in 1994 from 1993 is due* to a net 
reduction in pnKeeds from the* sale of stock oft'set by a low er level of debt reduction. 

Other Issues 

'Die (Company is party to more* than 200 collective bargaining agreements with local unions 
representing approximately 160,000 of the* Company’s employee's. During 1993 the* Company negotiated over 
30 labor contracts, all of w hich were settled w ith no work stoppages. Typical agreements are 3 to 3 years in 
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duration, and as such agrccmcnus expire, the Company expects to negotiate with the unions and to enter into 
new collective bargaining agreements. There can be no assurance, how'ever, that such agreements will be 
reached without work stoppage. A prolonged work stoppage affecting a substantial number of stores could 
have a material adverse effect on the resufts of the Company’s operations. Major union contracts that will be 
negotiated in 1996 include Denver, Dallas and Toledo store employees. 

In March 199S the Financial Accounting Standards Board is.sued Statement of Financial Accounting 
Standards No. 121, “Accounting for the Impairment of Long-lived Assets and for Long-Lived Assets to be 
Disposed Of’. The Clompany will implement the statement in the first quarter 1996, the effect of which will 
not be significant to the financial statements. 

In October 199S the Financial Accounting Standards Board issued Statement of Financial Accounting 
Standards No. 123, "Accounting for Stock-Based Compensation”. The Company expects to elect to continue to 
measure compensation cost for stock compensation plans under ,\PB Opinion No. 25, “Accounting for Stock 
Issued to Fmployees”. The 1996 adoption of FASB No. 123, therefore, will have no effect on reported earnings. 


A-10 








Report of Independent Accountants 


To the Shareowners and Board of Directors 
Hie Kroger Co. 

VC'e have audited the accompanying consolidated balance sheet of Hie Kroger Co. as of DecemlKT 30, 
199 s and December 31, 1994, and the related consolidated statements of operations and accumulated deficit, 
and cash flows for the years ended December 30, 1993, December 31, 1994, and January^ 1, 1994. fhese 
financial statements are the responsibility' of the Company’s management. Our rc‘sponsibiliry' is to express an 
opinion on thc*se financial statements ba.sed on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Hiose standards 
require that we plan and pertbrm the audit to obtain reasonable a.vsurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, ev idence supporting 
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. We believx* that our audits provide a reas(jnable basis for our opinion. 

In our opinion, the financial statements referred to alK)ve present fairly, in all material respects, the 
consolidated financial position of Hie Kroger Co. as of December 30, 1993 and Deceml)er 31. 1994, and the 
consolidated results of its operations and its cash flow^s for the years ended DecemlxT 30, 1993, Decemlxr 31, 
1994 , and Januaiy 1, 1994, in conformity' w ith generally accepted accounting principles. 

As discussed in the notes to the consolidated financial statements, the Company changed its method 
of accounting for postretirement benefit costs other than pension.s, as of Januaiy 3, 1993 



Coopers ^ Lybrand I..L.P. 
(ancinnati, Ohio 
Januarv' 24, 1996 


All 





Consolidated Balance Sheet 


December 30, 


(In thousands of dollars) 1995 

ASSETS 
Current assets 

Cash and temporary’ cash investments. $ — 

Reeeival)les. 288,067 

Inventories; 

FIFO cost. 2,054,880 

Less LIFO reserve. (449,163 ) 

1,585,717 

Property held for sale. 40,527 

Prepaid and other current assets. 192,673 

Total current assets. 2,106,984 

Property, plant and equipment, net. 2,662,338 

Investments and other assets . 275,395 

Total Assets. $5,044,717 


LIABILITIES 

Current liabilities 

(Airrent portion of long-term debt . $ 24,939 

Current portion of obligations under capital leases. 8,975 

Accounts payable. 1,540,067 

Other current liabilities. 991,456 


Total current liabilities. 2,565,437 

Long-term debt. 3,318,499 

Obligations under capital leases . 171,229 

Deferred income taxes. 153,232 

Other long-term lialMlities. 439,333 


Total Liabilities. 6,647,730 


SHAREOV^TVERS’ DEFICIT 
Common capital stock, par SI 
Atithorized: 3^0,000,000 shares 
Issued: 1995—133,777,921 shares 


1994_120,573,148 shares. 586,541 

Accumulated deficit. (1,945,923) 

Common stock in treasuryt at cost 

1995—9,575,950 shares. 

1994—9,5“^6,231 shares . (243,631 ) 

Total Shareowners’ Deficit. (1,603,013 ) 

Total Liabilities and Shareow^ners’ Deficit. $5,044,717 


Lhe accompanying notes are an integral part of the consolidated financial statements. 


December 31, 
1994 


S 27,223 
270,811 

2,053,207 

(438,184 ) 

1,613,023 

39,631 

199,437 

2,152,123 

2,232,663 

302,886 

54,707,674 


5 7,926 

8,467 
1,423,612 
932,963 

2,394,968 

3.726,343 

162,831 
1 "2,690 
404,306 

6,861,338 


338,368 

(2,248,736) 

(243,316 ) 
(2,133,684 ) 
54,70"’.674 
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Consolidated Statement of Operations and 
ACCDMI LATED DEFICIT 


Years KncIccI Dcccmhcr 30, 199^, December 31, 1994 and Januar> 1, 1994 


(In ihousands, except per share amounts) 

Sales. 

(4)sts and expenses 

Merchandise costs, including warehousing and transpona* 

lion. 

Operating, general and administrative. 

Kent. 

Depreciation and amortization. 

Net interest expense . 

()ther charges. 

Total . 

Earnings before tax expense, extraordinary' loss and cumula¬ 
tive effect of change in accounting. 

l ax expense. 

Earnings before extraordinary' loss and cumulative effect of 

change in accounting. 

Extraordinary' loss, net of income lax credit. 

Cumulative effect of change in accounting, net of income tax 
credit. 

Net earnings (loss) . 

Accumulated Deficit 

Beginning of year. 

Net earnings (loss) . 

Sales of treasury stock l>elow average cost. 

End of year. 

Frimar>’ earnings (lo.vs) per Common Share 

Earnings before extraordinary' loss and cumulative effect 

of change in accounting. 

I'Xiraordinaiy loss. 

Cumulative effect of change in accounting. 

Net earnings (lo.vs) . 

Average number of common shares used in primary 
calculation. 

Fully-diluted earnings (loss) per Common Share 

Earnings before extraordinary' loss and cumulative effect 

of change in accounting. 

Extraordinary' loss. 

Cumulative effect of change in accounting. 

Net earnings . 

Average number of common shares used in fully-diluted 
calculation. 


199S 

1994 

1993 

(52 Weeks) 

(52 Weeks) 

(S2 Weeks) 

$23,937,795 

S22,9S9,122 

S22,3H3.301 


18,098,027 

4,406,445 

299,828 

311,272 

312,685 

17.404.940 

4,228.046 

299.4'’3 

2'’7,-S0 

32^,550 

17,109.060 

4.024.468 

290.309 

263,810 

.389,991 

22,725 

23,^28,257 

22,S3","59 

22,100.363 

509,538 

190,672 

421.363 

152.44)0 

283,9.38 

113.133 

318,866 

(16,053) 

268.903 

(26.70-’) 

1 ■'0.805 
( 23.832) 



( 159.193) 

$ 302,813 

$ 242.196 

5 ( 12.220) 

$(2,2-*8,736) 

302,813 

S( 2.490.932) 
242.196 

5(2,475,561 ) 
( 12,220) 
(.3.151 ) 

$(1,945,923) 

5(2.248.^36) 

5(2,490.932) 

$ 2.65 
(13) 

5 2.37 
(.24) 

5 l .W) 
(.22) 
( 1.49) 

$ 2.52 

s 2.13 

5 (.11) 

120,413 

113,53’' 

i()(>ni 


$ 2.50 

5 2.19 

5 150 

(.12) 

(.21 ) 

(19) 
( 1 28) 

$ 2..38 

5 1.98 

5 .03 

129,2.32 

129,''! 1 

124,293 


rhe accompanying notes are an integral pan of the consolidated financial statements 
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Consolidated Statement of Cash Flows 


Years Ended December 30. 1993, December 31. 1994, and January' 1, 1994 



1995 

1994 

199.5 

(In thou.sands of dollars) 

(52 Weeks) 

(52 Weeks) 

(52 Weeks) 

('ash Flows From Operating Activities: 




Net earnings (loss). 

Adjustments to reconcile net earnings (loss) to net cash 

$ 302,813 

S 242,196 

S (12,220) 

provided by operating activities: 

Fxtraordinarv^ loss. 

16,053 

26.707 

23,H32 

(Aimulaiive elfect of change in accounting . 



1^9493 

Depreciation and amortization. 

Amortization of discount on Junior Subordinated 

311,272 

277,750 

2C43,810 

Debentures. 



64,198 

Amortization of deferred tinancing costs. 

13,189 

15,305 

1S,()51 

(iain on sale of investment. 


(25,099) 


Loss (gain ) on sale of property, plant and equipment .... 

(710) 

(.3.672) 

1,004 

LIFO charge (credit). 

14,103 

16,087 

(3,172) 

Non-cash contribution . 


4,364 


Other changes, net. 

Net increase in cash from changes in operating assets and 

(1,176) 

694 

140 

liabilities, net of effects from sale of subsidiary , detailed 
hereafter. 

143,002 

195.931 

105,493 

Net cash provided by operating activities. 

798,546 

750,263 

617,3.31 

Clash Flows From Investing Activities: 




(lapital expenditures. 

(726,142) 

(533,965) 

(.3'’(>,1.38) 

Proceeds from sale of assets. 

49,530 

21.819 

40,296 

(Increase ) decrease in propertv- held for sale. 

2,942 

( 19.694) 

(10.900) 

(Increase) decrease in other investments. 

8,106 

(65,124) 

(21,602) 

Proceeds from sale of investment. 


50,469 


Net cash used bv investing activities. 

(665,564) 

(546,49^) 

(368,344) 

Clash Flows From Financing Activities: 




Debt prepavment costs. 

(22,244) 

(24,696) 

(33.484) 

Financing charges incurred. 

(6,716) 

(22,868) 

(18,159) 

Principal payments under capital lease obligations. 

(8,780) 

(8,249) 

(7,557) 

Proceeds from issuance of long-term debt. 

113,246 

902,979 

724,826 

Reductions in long-term debt . 

(304,234) 

(1,207,125) 

( 1,147,807) 

Hook overdrafts. 

18,633 



Proceeds from issuance of capital stock. 

38,451 

24,753 

212.015 

Proceeds from sale of treasury^ stock. 

151 

30,609 

.36.277 

(lapital stock reacquired. 

(217) 

(257) 

(96) 

1'ax benelit of non qualified stock options. 

11,505 

7,056 

2,256 

Net cash used by ffnancing activities. 

(160,205) 

(297,798) 

(231,729) 

Net increase (decrease) in cash and temporary^ cash investments . 
(lash and Lemporary^ Clash Investments: 

(27,223) 

(94,030) 

17,258 

Beginning of vear. 

27,223 

121,253 

103,995 

Find of vear. 

$ - 

$ 27,223 

s 121,253 
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Consolidated Statement of Cash Flows, Conti 

1 N U E D 


Years Hiidcd December 30, 199S, December 31, 1994, and Januar\ 1 , 1994 



(In thousands of dollars) 

199S 

(52 Weeks) 

1994 

(52 Weeks) 

199.5 

(52 Weeks) 

Increase (Decrease) In (]ash From Changes In Operating Assets And 
Liabilities: 

Inventories (FIFO) . 

Receivables. 

Prepaid and other current assets. 

Accounts payable. 

Accrued expenses. 

Deferred income taxes . 

Other liabilities. 

$ 10,396 
(18,207) 
(3,992) 
98,681 
43,501 
(10,008) 
22,631 

S( 51,831 ) 
17,114 
( 5,749) 
68,080 

110,290 
(4,ro) 
62.197 

S( 12.239) 
( 12.752) 
( 10,993) 
59,902 
8.037 
2,175 
71,.365 


$143,002 

$195,931 

$105,495 


I'hc accompanying notes arc an integral part of the consolidated financial statements. 
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NOTES To Consolidated Financial Statements 


All dollar amounts arc in thousands except per share amounts. 

Accounting Policies 

The following is a summary^ of the significant accounting policies followed in preparing these financial 
statements: 

P/iriciples of Consolid^ition 

The consolidated financial statements include the c:ompany and all of its subsidiaries. Certain prior 
year amounts have been reclassified to conform to the 199^ presentation. 

Pen (isii eness of Estimates 

The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and 
liabilities and disclosure of contingent assets and liabilities as of the date of the consolidated financial 
statements and the reported amounts of consolidated revenues and expenses during the reporting period. 
Actual results could differ from those estimates. 

Se^77ients of Business 

ITie Company operates primarily in one business segment—retail food and drug stores, predominately 
in the Midwest and South as well as Colorado, Arizona, and Kansas. This segment repre.sents more than 90% of 
consolidated revenue, operating profit and identifiable assets. The C:ompany also manufactures and processes 
food for sale by its supermarkets and operates convenience stores. 

!77ve7ito7ies 

Inventories are .stated at the lower of cost (principally LIFO) or market. Approximately 87% of 
inventories for 199^ and 89% of inventories for 1994 were valued using the UFO method. Cost for the balance 
of the inventories is determined using the FIFO method. 

P}X)l)i^ny Held for Sale 

Property’ held for sale includes the net book value of property , plant and equipment that the Company 
plans to .sell. The property is valued at the lower of cost or market on an individual property^ basis. 

P7X)l}e7't}\ Plant a7id Ex/uif)77ie7it 

Property, plant and equipment are stated at cost. Depreciation and amortization, which includes the 
amortizatirm of assets recorded under capital leases, are computed principally using the straight-line method 
over the estimated useful lives of individual assets, composite group lives or the initial or remaining terms of 
leases. Buildings and land improvements are depreciated based on lives varying from ten to 40 years and 
equipment depreciation is based on lives varying from three to IS years. Leasehold improvements are 
amortized over their useful lives which vary^ from four to 25 years. 

I7ite7vst Rate P7X)tectkm Ag)ve77ie7its 

i'he c:ompany u.ses interest rate swaps and caps to hedge a portion of its borrowings against changes 
in interest rates. The interest differential to be paid or received is accrued as interest rates change and is 
recognized over the life of the agreements currently as a component of interest expense. Gains and losses from 
the disposition of hedge agreements are deferred and amortized over the term of the related agreements. 

Adve7tisi7ig Costs 

The Company's advertising costs are predominately expensed as incurred and included in “operating, 
general and administrative expenses.” Advertising expenses amounted to S281 million, S250 million and $226 
million for 1995, 1994 and 1993, respectively’. 

Defe7ivd l7ieo7ne Taxes 

Deferred income taxes are recorded to reflect the tax consequences on future years of differences 
beween the tax bases of assets and liabilities and their financial reporting bases. The types of differences that 
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^ivc rise* to signiticant portions of deferred income tax liabilities or assets relate to: property, plant and 
equipment, inventories, accruals for rt*structurin^ and other charj»c*s, and accruals for compensation-related 
costs. Deferred income taxes are classified as a net current and noncurrent asset or liability based on the 
classification of the related asset or liability for financial reporting. A deferred tax asset or liability that is not 
related to an asset or liability for financial reporting is classified according to the expected reversal date. (See 
raxc‘s Based on Income f(K)tnote.) 

(xmsoluUited Statement of Cash Flous 

For purposes of the (Consolidated Suitement of (Cash Flows, the (Company considers all highly liquid 
debt instruments purchased with a maturity of three months or less to be temporary cash investments. 

(Cash paid during the year for interest and income taxes was as follows: 


1995 _1994_ 199.5 

Interest . 5322,411 5329,S*:^() S329,49S 

Income taxes. nS,lSl 13M‘^6 92,74S 


Property, P l a .n t And Equipment, Net 

Propeny, plant and equipment, net consists of: 


Lind . 

Buildings and land improvements. 

FCquipment. 

leaseholds and leasehold improvements 

(Construction-in-progress. 

leased property' under capital leasers ... 


Accumulated depreciation and amortization 


1995 

5 23L624 

■^ 92,089 
2,609>91S 
763,381 
492,7S() 
234,89^ 

S.l44,6S(> 

(2,482,318 ) 

5 2,(>(>2,3.38 


1994 

S 214,IS(> 
683,231 
2,441,648 
73.3,019 
284,913 
241,884 

4,S98,8S1 

(2,346,188) 


Substantially all property, plant and equipment, with the exception of lea.seholds, collateralizes debt 
of the (Company. (See Debt Obligations footnote.) 


I N V E S T .M E N T .S A N D OTHER ASSETS 

Investments and other a.vsets consi.sts of: 


Deferred financing costs. 

(ioodwill. 

Investments in Debt Securities 
()ther. 


1995_1994 

$ 8S,4n 5 99,094 

43,2S3 47,S18 

S8,988 68,7S 2 

87,737 87,S22 

S27S,39S 5302,886 


The (Company is amortizing deferred financing costs using the interest method. Substantially all 
goodwill is amortized on the straight-line method over 40 years. Investments in Debt Securities are held at 
their amortized cost and the (Company intends to hold them to maturity. 
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O 1 H E R Charges and Credits 

During 1994 the Company recorded a S2S,100 pre-tax charge to recognize future lease commitments 
and losses on equipment in certain San Antonio stores sublet to Megafoods, Inc. which declared bankruptcy 
during 1994. The C.ompany had sold its San Antonio stores to Megafoods in 1993. AJso during 1994 the 
Company recorded a gain of 525,100 on the disposition of its investment in Hook-SupeRx, Inc. ("HSI"), as a 
part of the merger of MSI and a subsidiary^ of Revco D.S., after providing for certain tax indemnities related to 
HSI. 

In 1994 the Company donated a portion of its stock investment in HSI, with a 54,364 pre-tax book 
value, to The Kroger Co. Foundation. The donation resulted in a 52,705 after tax expense (5.02 per fully 
diluted share) and produced a 55.942 tax benefit ( S.04 per fully diluted share). 

On June 14, 1993. the Company announced its intention to dispose of 15 San Antonio, Texas stores. 
The Company recognized a pre-tax charge of 522,725 in connection with the disposition. Severance pay, 
unemployment benefits costs and loss on ^ 

O I H E R C I R R E N T LIABILITIES 

Other current liabilities consists ol 


Salaries and wages . 

Taxes, other than income Uixes 

Interest . 

Other . 


TAXI.s Based On Income 

The provision for taxes based on i 


Federal 


(Airrent . 

Deferred . 

5178,936 

(10,008) 

5127,393 

2,184 

5 92,863 
2,174 

State and local. 

168,928 

21,744 

129,^77 

22,883 

95,037 

18,096 

fax credit from extraordinary’ loss . 

l ax credit from cumulative effect of change in accounting. 

190,672 

(10,263) 

152,460 

(17,075) 

113.133 
(14,607) 
(89.546) 


5180,409 

5135,385 

S 8,980 


lax laws enacted in 1993 increased federal income tax rates retroactive to the beginning of 1993- 
Deferred taxes have been adjusted to reflect the increased federal income tax rates. This adjustment increased 
the deferred tax provision by $4,200 in 1993- Fargeted job tax credits reduced the tax provision by 5 1,206 in 
1995, 53,2 iO in 1994, and 52,608 in 1993. 

A reconciliation of the statutory’ federal rate and the effective rate is as follows: 


1995 1994 199.^ 

Statutory^ rate. 3^.0% 35.0% 35.0% 

State income taxes, net of federal tax benefit. 2.8 3 5 4.1 

Tax credits. (.4) (1.2) ( 1.0) 

Wix rate change elfect on deferred taxes. 1.5 

Other, net. (1.1) .2 

37.4% 36.2% 39.8% 


lale of assets are included in this charge. 


1995 


$286,058 

152,006 

39,993 

513,399 


1994 


$2 "^ 9,100 
138,428 
51,728 
483,707 


$991,456 $952,963 


icome consists of: 


1995 


1994 


1993 
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Notes To Consolidated Financial Statements, Continued 

The tax effects of significant temporary' differences and carry forwards that comprise deferred tax 


lialances were as follows: 

199S_1994 

C^urrent deferred tax assets: 

(Compensation related costs. $ 2S,9H3 ^ 30,823 

Insurance related costs. 32,131 26,182 

Inventory^ related costs. 19,04S 17,474 

Other. 2S,076 28,14S 

102,23^ 102,624 

(Current deferred tax liabilities: 

(Compensation related costs. (24,669) (21,818) 

Lease accounting. (4,180) ( S, 14S ) 

Inventory^ related costs. (27,S8S) (23,OS3 ) 

Other. (9,118 ) (6,47S ) 

(6S,SS2 ) (S6,491 ) 

Current deferred taxes, net (in prepaid and other current assets). $ 36,683 ^ 46,133 

Long-term deferred tax assets: 

Compensation related costs. $ il8,2SS S 1()S,208 

Insurance related costs. 40,9^6 28,337 

Lease accounting. 23,748 22,88S 

Other. 8,293 7,1 34 

191,2S2 163,S64 

Long-term deferred tax liabilities: 

Depreciation . ( 29^,303) (284,9^“^) 

Compensation related costs. ( 14,100) ( 11,310 ) 

Lease accounting. (S,84S ) (9,146) 

Deferred charges. (7,979) (8,8S9) 

Other. (21,2S7 ) (21,982 ) 

(344,484 ) (336,2S4 ) 

Long-term deferred taxes, net. $( I S3,232) 172,690) 
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Notes To Consolidated Financial Statements, Continued 


Deb r O b 1.1 <; a t i o n s 

Long-term debt consists of: 

Variable rate Revolving CTedit Facility, due 2002. 

9'A% Senior Secured Debentures, due 200s. 

Senior Secured Debentures, due 2003. 

9'V) Senior Subordinated Notes, due 1999 . 

^)Vi% Senior Subordinated Debentures, due 2004. 

9Vi% Senior Subordinated Debentures, due 2004, Series B. 

9Vs'Vi Senior Subordinated Debentures, due 2002. 

(rVi% to 9Vs'V) Senior Subordinated Notes, due 1999 to 2009 . 

10% Senior Subordinated Notes, due 1999. 

6V8% Convertible Junior Subordinated Notes, due 1999. 

10%i Mortgage loans, with semi-annual payments due through 2004. 

S‘/i()% to 10‘A% Industrial Revenue Bonds, due in varying amounts through 

2021 . 

77h% to 1278% mortgages, due in varying amounts through 2017. 

3‘/.>% to 1 1% notes, due in varvang amounts through 2017. 

Total debt. 

Less current portion. 

Total long-term debt . 


1995 

S 1,008,128 
13C011 
200,000 
12S,000 
102,419 
48,051 
86,658 
355,774 
139,244 

606,982 

205,035 

297,313 

37,823 


1994 

$ 979,253 
160,150 
200,000 
125,000 

126.550 
70,000 

21 1,150 
349,602 

222.550 
200,000 
608,163 

206,095 

253,301 

22,455 


3,343,438 3,734,269 

24,939 7,926 

$3,318,499 $3,726,343 


The aggregate annual maturities and scheduled payments of long-term debt for the five years 
subsequent to 1995 are: 


1996 . $ 24,939 

1997 . S 11,838 

1998 . $ 16,839 

1999 . $337,419 

2000 . $ 38,212 


riic Company has purchased a portion of the debt issued by the lenders of certain of its stnicuired 
financings, which cannot be retired early, in an elfort to effectively further reduce the Company’s interest 
expense. Excluding the debt incurred to make these purchases, which are classified as investments, the 
Company’s total debt would be $58,988 less or $3,284,450 at year-end 1995 compared to $3,665,517 billion 
at year-end 199 *. 

(jvdit A^tvcvwnt 

llie Company has outstanding a Senior Competitive Advance and Revolving Credit Facility^ 
Agreement, dated as of July 19, 1994, as amended, (the “Credit Agreement” ). The following constitutes only a 
summary' of the principal terms and conditions of the Credit Agreement. Reference is directed to the CTedit 
Agreement attached as an exhibit to the c:ompany’s Current Report on Form 8-K dated July 20, 1994. 

Fhe CTedit Agreement provides for a $1,750,000 Senior Competitive Advance and Revolving Credit 
Facility (the “Facility”), which expires on July 20, 2002, and is not otherwise subject to amortization. 

Interest Rales 

Borrowings under the Facility^ bear interest at the option of the (x)mpany at a rate equal to either (i) 
the highest, from time to time, of (A) the average of the publicly announced prime rate of C:hemical Bank and 
Citibank, N.A., (B) 7?% over a moving average of secondary^ market morning offering rates for three month 
certificates of deposit adjusted for reserve requirements, and (C) 72% over the federal funds rate or (ii) an 
adjusted Eurodollar rate based upon the London interbank offered rate ( “Eurodollar Rate” ) plus the Applicable 
Percentage which varies from .125% to .5% ba.sed upon the Company’s achievement of a financial ratio. At 
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Notes To Consolidated Financial Statements, Continl ed 


DcrcmhcT 30, 199S, the Applical)lc PcTCcnia^c was .312S% for Eurodollar Rale advances. Ilie (Company also 
pays a facility fee (“Facility Fee’') based on the entire S1,7S0,()()0 Facility which varies from .I2S% to .2S% 
based upon the (Company s achievement of a linancial ratio. The Facility Fee at December 30, I99S was 
.187S%. 

Collateral 

Fhe Ciompany’s obligations under the Facility' are collateralized by a pledge of a substantial portion of 
the (Company's and certain of its subsidiaries’ assets, including substantially all of the (!ompany’s and such 
subsidiaries’ inventory and equipment and the stock of all subsidiaries. Such assets also collateralize the 
(Company’s obligations under its existing or hereafter is.sued senior secured debt. 

Hie (a)mpany is entitled to a release of the e'ollaieral under the Facility, upon request, if certain senior 
debt ratings are aehieved or if its consolidateel ratio of net total debt to con.solidaied EBin) for the most 
recently ended fiscal quarter is 3.13 to TO or lower. The (>)mpany’s ratio at December 30, 1993 was 2.99 to 
1.0, and the (Company expects to request the release of collateral in April, 1996. 

Prepayment 

The (iompany may prepay the Facility, in whole or in pan, at any lime, without a prepayment penally. 

(Tnain Covenants 

The Credit Agreement e'ontains covenants which, among other things, (i) restrict investments, capital 
expenditures, and other material outlays and commitments relating thereto; (ii) restrict the incurrence of debt, 
including the incurrence of debt by subsidiaries; (iii) restrict dividends and payments, prepayments, and 
repurchases of capital stock, (iv) restrict mergers and acquisitions and changes of business or conduct of 
busines.s; (v) resirici transactions with afiiliates; (vi) restrict certain sales of a.ssets; (vii) resirici changes in 
accounting treatment and reponing praciiees except as permitted under generally accepted accounting 
principles; (viii) require the maintenance of certain finaneial ratios and levels, including fixed charge- 
coverage ratios and total elebt ratios: and (ix) require the (iompany to maintain interest rate protection 
providing that at least 3()'¥) of the (T)mpany’s indebtedness for borrowed money is maintained at a fixed rale 
of interest. 

Intetvst Rate I^xaection hx)^mni 

Fhe (!ompany uses derivatives to limit its exposure to rising interest rates. ITie guidelines the (Company 
follows are: (i) use average daily bank balance to determine annual debt amounts subject to interest rale 
exposure, (ii) limit the annual amount of debt subject to interest rate reset and the amount of floating rate 
elebt to a e'ombine‘d total of Si billion or less, (iii) ineiude no leve-raged products, and (iv) he*dge without 
regard to profit motive or sensitivity- to current mark-to-market .status. ITie (Company's e'ompliance w ith these* 
guidelines is reviewed semi-annually with the Financial Foliey (iommittee of the (Company's Hoard of 
Directors. 

The (Company currently has in place various interest rale hedging agreements w ith notional amounts 
aggregating $3,163,000. The effect of the*se* agreements is to: (i) fix the rate on $423,000 floating rate debt, 
with $200,000 of swaps expiring in May 199(>, $100,000 expiring in December 1998, and the remaining 
$123,000 expiring in January- 1999, for w hich the Company pays an average rate of 6.34% and receives 6 
month LIHOR; (ii) fix the rate on $330,000 floating rate debt incurred to purchase the Company’s high rate 
public bonds in the open market to match the original maturity^ of the debt purchased, with the Company 
borrowing at an effective rate that is lower than the yield to maturity- of the repurchased debt and paying an 
average rale of ^.32% on these agreements which w ill expire S^S.OOO in 2000, $393,000 in 2001, and $60,000 
in 2002; (iii) swap the contractual interest rate on $330,000 of seven and ten year debt instruments into 
floating-rate instruments, for w hich the Company pays 6 month LIHOR and receives an average rate of *^.04%, 
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with S 100,000 of these eontraets expiring in May 1999 and the remaining S2S0,000 expiring in August 2002, 
and eoneurrently, fixing the rate on 5300,000 of floating rate debt, with $ 100,000 of swaps expiring in August 
1996, 5100,000 expiring in May 199*^, and $100,000 expiring in August 1998, for whieh the Company pays 
an average rate of 6.38%; effectively changing a portion of the C^ompany's interest rate exposure from seven to 
ten years to three to live years; (iv) swap the contractual interest rate on $735,000 of four, seven and ten year 
fixed-rate instruments into floating-rate instruments, for which the Company pays 6 month LIBOR and receives 
an average rate of 5.99%, with $73,000 of these swaps expiring in February^ 1998, $73,000 expiring in March 
1998, $30,000 expiring in October 1999, $100,000 expiring in November 1999, $30,000 expiring in July 
2000, $110,000 expiring in November 2000, $123,000 expiring in January 2001, and $130,000 expiring in 
July 2003; and (v) cap six month LIBOR on $823,000 for one to five years at rates between 3.0% and 6.0%, 
with $273,000 expiring in the first quarter of 1996, $30,000 of the caps expiring in each of July 1997 and July 
1998, $100,000 expiring in December 1997, $100,000 expiring in each of January^ 1997 and January 1998, 
and the remaining $130,000 expiring in January^ 1999. Interest expense was increased $2,760 in 1993 and 
reduced $13,449 and $11,943 in 1994 and 1993, respectively, as a result of the Company’s hedging program. 

The present value ol the estimated annual effect on future interest expense of the Cximpany’s derivative 
portfolio, based on six month LIBOR of 3.3% as in effect at year-end and the forward yield curv’^e at year-end 
is: 


1996 
199 "" 

1998 

1999 

2000 
2001 
2002 
2003 


Year-End 
LIBOR 
at 5.5% 

Forward Yield 
Curv'e 

Income (Expense) 

LIBOR 

Rate 

s (7.311) 

5 (7,322) 

5.29% 

(5.349) 

(5.166) 

5.24% 

(4.646) 

(4,786) 

5.62% 

(3,535) 

(4.361) 

5.85% 

(4.237) 

(4.810) 

5.99‘%. 

(1.102) 

(1.670) 

6.16% 

1.851 

434 

6.22% 

292 

(148) 

6.33% 

5(24,037) 

5(27,829) 



(See Fair Value of Idnancial Instruments footnote.) 


9^A% Senior Seciuvd Dehentiovs 

On January’ 23, 1993, the Company^ issued $200,000 of 9V4%> Senior Secured Debentures (the ‘‘9^/i% 
Senior Secureds" ). As of December 30, 1993, the Company has repurchased $68,989 of this issue, $29,139 of 
these repurchases were completed in 1993. The 9'/4% Senior Secureds become due on January^ 1, 2003. The 
9Vi% Senior Secureds are redeemable at any time on or after January^ 1, 1998, in w hole or in part at the option 
of the Clompany. Tlie redemption prices commence at 104.625% and are reduced by 1.136% annually until 
January 1, 2002 when the redemption price is 100%. 

HVjX Senior SeeiDvci Debentiitvs 

On July 1, 1993. the Company issued $200,000 of 8V296 Senior Secured Debentures (the *‘8V2% Senior 
Secureds”). fhe 8'/2% Senior Secureds become due on June 13, 2003. The 8^2% Senior Secureds are 
redeemable at any time on or after June 13, 1998, in w^hole or in part at the option of the Company. The 
redemption prices commence at 104.250% and are reduced by 1.4163% annually until June 13, 2001, w^hen 
the redemption price is 100'^). 
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Senior Siiixmiimited Irulehtedness 

Senior Subordinated Indel)tedness consists of the following: (i) $12S,()()() 9% Senior Sul)ordinated 
Notes due August IS, 1999, redeemable at any time on or after August IS, 1996 in whole or in part at the 
option of the (Company at par; (ii) $1"^S,0()() 9Vi% Senior Subordinated Debentures due February^ IS, 2004, 
redeemable at any time on or after Febmar> IS, 199*^ in whole or in part at the option of the c:ompany, 
commencing at I04.8'7S% in 1997 and reduced by 1.62S% annually until 2000 when the redemption price is 
100% (of the total 572,S81 repurchased by the Company, 524,131 was repurchased in I99S); ( iii) 5100,000 
9y4% Senior Subordinated Debentures due Februar\^ IS, 2004, Series B, redeemable at any time on or after 
February' IS, 1997 in whole or in pan at the option of the Company, commencing at 104.87S% in 1997 and 
reduced by 1.62S% annually until 2000 when the redemption price is lOOV^) (the (Company has repurchased 
5S 1,949 of the 9V4% Senior Subordinated Debentures, Series B. 521,949 of the‘se purchases occurred in 199S ); 
(iv) 52S0,000 9'/h% Senior Subordinated Debentures due August 1, 2002, redeemable at any time on or after 
August 1, 1999, in whole or in part at the option of the Company at par (the (Company has repurchased 
5163,342 of the 9 Vh% Senior Sulx)rdinated Debentures, 5124,492 in 199S); (v) 53SS,774 6V^% to 9 Vk% Senior 
Subordinated Notes due March IS, 1999 to October IS, 2009, with portions of the^se issues subject to early 
redemption by the Company; (vi) 52S0,000 10% Senior Subordinated Note^ due May 1, 1999. Itiis issue is 
not subject to early redemption by the 0)mpany. Fhe Company repurchased 583,306 of the 10% Senior 
Sulx)rdinated Notes during 199S. A total of 5110,7S6 of this issue has been repurchased. ITie proceeds from 
these offerings, together with proceeds from the sale of common stock were used to repay, purchase or redeem 
outstanding indebtedness of the Company in the year issued. 

&Vs% (xmiet'tibleJunior SidK)fdinated Notes 

Tlie 6Vk% (]onvenil)le Junior Subordinated Notes were converted at the election of the holders into 
approximately 10.7 million shares of common stock on or before the redemption date of September S, 1993. 

Redimiption Hvent 

Subject to certain conditions (including repayment in full of all obligations under the Credit 
Agreement or obtaining the requisite consents under the Oedit Agreement), the (Company’s publicly issued 
debt will be subject to redemption, in whole or in part, at the opti(jn of the holder upon the occurrence of a 
redemption event, upon not less than live days' notice prior to the date of redemption, at a redemption price 
equal to the default amount, plus a specilied premium. “Redemption Event” is defined in the indentures as 
the occurrence of (i) any person or group, together w ith any affiliate thereof, beneficially ow ning S0‘V) or more 
of the voting powxT of the C'ompany or (ii) any one person or group, or affiliate thereof, succeeding in having 
a majority of its nominees elected to the (Company's Board of Directors, in each case, w ithout the consent of a 
majority of the continuing directors of the (Company. 

Mortgage Fimindng 

During 1989 the (Company completed a 5612,4''3, 10% mortgage financing of 127 of its retail 
properties, distribution warehouse facilitie*s, food processing facilities and other properties (the “Propertie.s” ), 
with a net book value of 5323,327 held by 13 new ly fonned wholly-owned sulxsidiaries. ITie wholly-owned 
subsidiaries mortgaged the Properties, which are leased to the (Company or affiliates; of the (lompany, to a 
newly formed special purpose corporation. Secured Finance Inc. 

ITie mortgage loans had an original maturity of 13 years. The Propenies are subject to the liens of 
Secured Finance Inc. The mortgage loans are subject to semi-annual payments of interest and principal on 
5130,000 of the borrowing based on a 30-year payment .schedule and intercsit only on the remaining 54()2,473 
principal amount. Tlie unpaid principal amount will be due on December 13, 2004. 
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(kmimcnUil PajK^r 

Under the Credit Agreement the (Company is permitted to issue up to S1,7S0,000 of unrated 
commercial paper and borrow up to S1,7S0,000 from the lenders under the Credit Agreement on a 
competitive hid basis. The total of unrated commercial paper, $221,739 at December 30, 199^, and 
competitive bid borr()wings, $462,000 at December 30, 1993, however, may not exceed $1,730,000. All 
commercial paper and competitive bid borrowings must be supported by availability under the (Tedit 
Agreement. Die.se borrowings have been classilied as long-term because the Company expects that during 
1996 these liorrow ings will be refinanced using the same type of securities. Additionally, the Company has 
the ability to refinance the short-term borrowings under the Facility’ w^hich matures July 20, 2002. 


Fair Valie of Financial Instruments 

The following methods and assumptions wxtc used to estimate the fair value of each class of financial 
instruments for w hich it is practicable to estimate that value: 

6Vls77 Afici Shofi-tenn Inrest??ients 

rhe carrying amount approximates fair value because of the short maturity^ of those instruments. 

Lc)fi^-ten)i Investments 

rhe fair values of these investments are estimated based on quoted market prices for those or similar 
investments. 

Lon^-tenn Di^ht 

The fair value of the Company’s long-term debt, including the current portion thereof, is estimated 
based on the quoted market price for the same or similar issues. 

hitetvst Rate P}X)tection .Agtvernents 

The fair value of these agreements is based on the net present value of the future cash flow^s using the 
forw ard interest rate yield curv’e in effect at the respective years-end. If the swaps and caps were cancelled as 
of the respective years-end the result w’ould have been a net cash outflow^ for 1993 and 1994. The sw-aps and 
caps are linked to the Company’s debt portfolio. The improvement in the value of the swaps and caps relates 
to a decrease in market rates during 1993, a corresponding increase in the lair value of linked debt, and a 
change in the mix of swaps held. (See Accounting Policies and Debt Obligations footnotes.) 

rhe estimated fair values of the Company’s linancial instruments are as follow^s: 


1995 

1994 

Estimated 

Estimated 

Carry'ing Fair 

Carrying Fair 


(>ash and short-term investments. 


Value 

Value 

$ 

Value 

27,223 

s 

Value 

27,223 

Long-term investments for which it is 

Practicable. 

. $ 

53,425 

5 53,423 

$ 

68,752 

s 

68,732 

Not Practicable. 

. $ 

29,508 

5 — 

$ 

38.672 

$ 

— 

Long-term debt for w hich it is 

Practicable. 

. $1,793,139 

51,942,414 

$2, 

,273,165 

S2.375.293 

Not Practicalile.. 

. 51,548,299 

5 — 

51,461,104 

s 

— 

Interest Rate Protection Agreements 

Variable rate pav sw aps. 

. $ 

— 

5 30,595 

$ 

— 

$ 

(92.925) 

Fixed rate pav swaps. 

. $ 

— 

5 (56,120) 

s 

— 

s 

15,572 

Interest rate caps. 

. $ 

6,773 

5 3,378 

$ 

6,823 

$ 

22,451 


$ 

6,773 

5 (22,147) 

s 

6,823 

$ 

(54,902) 
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The investments for which it was not practicable to estimate fair value relate to equity* investments in 
unrelated entitic^s for which there is no market and investments in real estate development partnerships for 
which there is no market. 

It was not practicable to estimate the fair value of S1,008,128 of long term deIn outstanding under the 
Company’s Credit Agreement. There is no liquid market for this debt. Tlie remaining long-term debt that it 
was not practicable to estimate relates to Industrial Revenue Bonds of S20S,03S, various mortgages of 
5297,313, and other notes of 537,823 for which there is no market. 

Leasrs 

The Cx)mpany operates primarily in leased facilities. Lea.se tenns generally range from 10 to 2S years 
with options to renew at varying terms, (xrtain of the leases provide for contingent payments based upon a 
percent of sales. 

Rent expense (under operating leases) consists of; 



1995 

1994 

199.5 

Minimum rentals. 

. 288,961 

$288,499 

$273,336 

CTontingent pavments. 

. 10,86'’ 

10,974 

14,9^3 


299,828 

$299,473 

$290,309 

Assets recorded under capital leases consists of: 






199 $ 

1994 

Distribution and manufacturing facilities. 


3^.382 

5 38,742 

Store facilities. 


2I9,S1S 
( 118,482) 

136,413 

203.142 
( 1 12,403) 

$ 129,481 

Less accumulated amortization . 



Minimum annual rentals for the live years subsequent to 1993 and in the aggregate are: 


C.apital Ope^atin^ 

I^eases lAniMfs 

1996 . 5 30,434 5 277,213 

1997 . 29,634 263.073 

1998 . 29,006 249.8’^6 

1999 . 28,713 233.632 

2000 . 277-^3 213,374 

Hiereafter. 233,929 1,746,018 

381,331 52,983,186 

less estimated executory costs included in capital leases. 22,769 

Net minimum lease payments under capital leases. 338,762 

Less amount representing interest. 178,338 

Present value of net minimum lease payments under capital leases. 5180,204 


Extraordinary Loss 

The extraordinary^ loss in 1993, 1994 and 1993 relates to premiums paid to retire certain indebtedness 
early and the write-off of related deferred financing costs. 

Earnings (Loss) Per Common Share 

Primary' earnings (loss) per common share equals net earnings (loss) divided by the weighted average 
number of common shares (outstanding, after giving effect to dilutive stock options. 1 Tilly diluted earnings per 
commton share for 1993 is computed by adjusting both net earnings and shares outstanding as if the September 
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199S conversion o! ihc (!onvcrtil>lc Junior Subordinated Notes oeeurred on the first day of the year. The net 
earnings adjusimeni in 199S was S3,S90. Shares outstanding are also adjusted for the dilutive effect of stock 
options. Fully diluted earnings per common share for 1994 and 1993 equals net earnings plus after-tax interest 
incurred on the 8‘/,% Convertible Junior Subordinated Debentures up to the date of their redemption on 
October 24, 1994, and on the 6V«% (Convertible Junior Subordinated Notes of Sl4,8()S and Sl6,()6S, 
respectively, divided by common shares outstanding after giving effect to dilutive stock options and for shares 
assumed to be issued on conversion of the (Company's convertible securities. 

P R E F E R R E 1) vS I O C: K 

The (Company has authorized S,000,000 shares of voting cumulative preferred stock: 2,000,000 were 
available for issuance at December 30, 1993. The stock has a par value of S100 and is issuable in series. 

Common Stock 

The (Company has authorized 330,000,000 shares of SI par common stock. Hie main trading market 
for the (Company's common stock is the New York Stock Exchange, where it is listed under the symbol KJR. 
FOr the three years ended December 30, 1993, changes in common stock were: 

Ksued In Treasury 



Shares 

Amount 

Shares 

Amount 

|anuar\' 2. 199-^ . 

Exercise of stock options including restricted stock 

104,3“^8,0()() 

SI 04.378 

12,92S,729 

$328,861 

Sale of treasury shares to the (Company's employee 

896,173 

10.6S8 

9..342 

62 

benefit plans. 

Shares issued through public offering. 

Fax benefit from exercise of non qualified stock op¬ 
tions . 

13,273,000 

(12.2S1) 

203,493 

2.2S6 

(2,033.22s) 

(S 1.679) 

lanuan^ 1, 1994 . 

Exerci.se of stock options including restricted stock 

1i8.s49.n3 

308,S34 

10,901,846 

277.244 

Sale of treasury' shares to the (Company’s employee 

2,023,97s 

26,473 

13,479 

376 

benefit plans. 

Fax benefit from exercise of non-qualified stock op¬ 
tions . 


(.3,49s) 

•’.0S6 

(1,341,094) 

(34.104) 

Dccvmhcr .^1, l9V i. 

Exerci.se of stock options including restricted stock 

120,S73.148 

3.38.S68 

9,S76,231 

243,316 

Shares issued on conversion of (Convertible Junior 

2,S()6,6(r 

40,017 

8,120 

272 

,Subordinated Notes. 

Fax benefit from exerci.se of non-qualified stock op¬ 
tions . 

10.698.106 

196.4 SI 

1 l.SOS 

(8.401 ) 

(137) 

December 30, 1993 . 

133,777,921 

$S86,S4l 

9,373,930 

S 243,631 


Fhe number of shareowners of record of common stock as of March 13, 1996, was 49,31“". 


S T o c K O I* T ION Plans 

The (Company grants options for common stock to employees under various plans, as well as to its 
non-employee directors ow ning a minimum of 1,000 shares of common stock of the (Company, at an option 
price equal to the fair market value of the stock at the date of grant. In addition to cash payments, the plans 
provide for the exercise of options by exchanging issued shares of stock of the (Company. At December 30, 
1993 and December 31, 1994, 3,219,"^30 and 6,088,924 shares of common stock, respectively, were available 
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for future options. Options may be panted under the 1987, 1988. 1990 and 1994 plans until 1997, 1998, 2000, 
and 2004, respectively, and generally will expire 10 years from the date of grant. Options granted prior to May 
1994 become exercisable six months from the date of grant. Options granted beginning in May 1994 vest in 
one year to three years. At December 30, 1993, options for 8,869,223 shares were exercisable. All grants 
outstanding become immediately exercisable upon cenain changes of control of the (a>mpany. 

(Changes in options outstanding under the stock option plans, excluding rt*stricted stock grants, were: 


Outstanding, Januar>' 2, 1993 ... 

Oranted. 

Exercised. 

Cancelled or expired. 

Outstanding,January 1, 1994 ... 

(Granted. 

Exercised. 

Cancelled or expired. 

Outstanding, December 31, 1994 

C'lranted. 

Exercised. 

(Cancelled or expired. 

Outstanding, Deceml)er 30, 1993 


Shares Subject 
To Option 

12,201,697 
314,86S 
(784,()S8) 
( 123.S4S ) 

11,608,349 
2,666,173 

( 1,878,9'^ 3) 
(89,6^9 ) 

12,303,882 
2,774.630 
(2,339,390) 
(77,613 ) 

12,()()3,427 


Option Price 
Raiitje Per Share 

$ 4.69—S23.44 
$1-7 s()_$21.13 
$ 4.69—»18.69 
$ 9.i3_$23.44 

$ 4.92—S23.44 
S2().S7—$23.32 
$ 4.92—$23.44 
$ 9.13—$23.32 

$ 4.92—$23.32 
S2S.30—$33.82 
$ 4.92_$23.30 
$ 9.13—$23.94 

S 4.92—$ 33.82 


In addition to stock options, the Company may grant stock appreciation rights (SARs). In general, the 
eligible optionees are permitted to surrender the related option and receive shares of the (Company’s common 
stock and/or cash having a value equal to the appreciation on the shares subject to the options. The 
appreciation of SARs is charged to earnings in the current period based upon the market value of common 
stock. As of December 30, 1993 and December 31, 1994, there were no SARs outstanding. 

The Company also may grant limited stock appreciation rights ( LSARs) to executive officers in tandem 
with the related options. Ii!)ARs operate in the same manner as SARs but are exercisal)le only following a 
change of control of the Ca)mpany. As of December 30, 1993 and December 31, 1994, there were no LSARs 
outstanding. 

Also, the Company may grant restricted stock awards to eligible employee participants. In general, a 
restricted stock award entitles an employee to receive a stated number of shares of common stock of the 
(Company subject to forfeiture if the employee fails to remain in the continuous employ of the (’ompany for a 
stipulated period. The holder of an award shall be entitled to the rights of a shareowner except that the 
restricted shares and the related rights to vote or receive dividends may not Ik* transferred. The award is 
charged to earnings over the period in which the employee performs services and is based upon the market 
value of common stock at the date of grant for those grants without performance contingencies. As of 
DecemlKT 30, 1993 and December 31, 1994, awards related to 209,426 and 93,309 shares, respectively, were 
outstanding. Of the 209,426 awards outstanding at December 30, 1993, 100,000 shares are contingent on the 
attainment of certain performance objectives. The charge to earnings for grants with jKrfonnance-contingeni 
vesting includes share appreciation between the grant date and the vesting date. 

The Oompany may grant performance units, either in conjunction with or inde|x*ndent of a grant of 
stock options. Performance units entitle a grantee to receive payment in common sUKk and or cash based on 
the extent to which performance goals for the specified period have been satisfied. As of December 30, 1993 
and December 31, 1994, there wKTe no performance units outstanding. 

Incentive shares may be granted which consist of shares of common slock issued subject to 
achievement of performance goals. No incentive shares were outstanding as of December 30, 1993 and 
December 31, 1994. 
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C O N 1 I N E N Cl E S 

ITic Company continuously evaluates contingencies based upon the best available evidence. 

Management believes that allowances for loss have been provided to the extent neceSvSary and that its 
assessment of contingencies is reasonable. To the extent that resolution of contingencies results in amounts 
that vary from management's estimates, future earnings will be charged or credited. 

riie principal contingencies are described below: 

Income TcLxes —ITie (Company has closed all tax years through 1983 with the Internal Revenue Service, 
rhe Internal Revenue Service has completed its examination of the (Company’s tax returns for 1984 through 
1989. All issues have Ixren resohx^d with one exception. Efforts to resolve this issue for years 1984 through 
1986 with the Appeals Division of the Internal Revenue Serv ice were unsuccessful. As a result the Company 
has tiled a petition with the United States Tax Court in Washington, D.C. Litigation was completed in 
November 199S and the decision is currently pending. TTiis issue for years 1987 through 1989 is being held 
in abeyance pending the outcome of this court case. Tlie (Company has provided for this and other tax 
contingencies. 

Insurance —TTie Company's workers’ compensation risks are self-insured in certain states. In addition, 
other workers' compensation risks and certain levels of insured general liability risks are based on retrospective 
premium plans, deductible plans, and self-insured retention plans. ITie liability for workers' compensation 
risks is accounted for on a present value basis. Actual claim settlements and expenses incident thereto may 
differ from the provisions for loss. Property risks have been underwritten by a subsidiary and are reinsured in 
unrelated insurance companies. Operating divisions and subsidiaries have paid premiums, and the insurance 
subsidiary has provided loss allowances, based upon actuarially determined estimates. 

Litigation —Pry’s Food Stores of Arizona, Inc. (“Fry's"), a subsidiary of the Company, is currently a 
defendant and cross-defendant in actions pending in the II.S. District ('.ourt for the Southern District of Florida 
entitled Ilarky S. Tminn v. Kenneth Thenen, et. al, No. 93'25()2-CIV-MORENO and Walco Investment^ Inc., 
et at V. Kenneth Il^enen, et. at. No. 93-2S34-CIV-M()REN(). The plaintiff and cross-claimants in these actions 
seek unspecified damages against numerous defendants and cross-defendants, including Fry’s. Plaintiffs and 
cross-claimants allege that a former employee of Frv^'s supplied false information to third parties in connection 
with purported sales tran.sactions between Fry's and affiliates of Premium Sales (Corporation or certain limited 
partnerships. (Claims have been alleged against Fry's for breach of implied contract, aiding and alx*tting and 
conspirac'y, conversion and civil theft, negligent supervision, fraud, and violations of 18 U.S.C. §§ 19(>1 and 
1962 (d) and (Chapter 893, Florida Statutes. Frye’s believes that it has substantial meritorious defenses to the 
claims alleged against it, and Fry''s intends to defend the litigation vigorously. The Company is involved in this 
and various other legal actions arising in the normal course of business. Management is of the opinion that 
their outcome will not have a material adverse effect on the (Company’s financial position or results of 
operations. 

Warrant Dividend Plan 

On Febmary 28, 1986, the (Company adopted a warrant dividend plan in which each holder of 
common stock is entitled to one common stock purchase right for each share of common stock owned. ITie 
Plan was amended and restated as of November 30, 1993. When exercisable, the nonvoting rights entitle the 
registered holder to purcha.se one share of common stock at a price of SI73 per share. ITie rights will become 
exercisable, and .separately tradeable, ten days after a person or group acquires 10% or more of the Company's 
common stock or ten business days following a tender offer or exchange offer resulting in a person or group 
hav ing beneficial ownership of 10% or more of the Company's common stock. In the event the rights become 
exercisable and thereafter the (Company is acquired in a merger or other business combination, each right 
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will cniiilc ihc holder to purchase common sKK'k of the sur\*ivin^ corporation, for the exercise* price, having; a 
market value of twice the exercise price of the right. Under certain other circumstanct*s, including the 
acquisition of 2S% or more of the (lompany s common stock, each right w ill entitle the holder to receive upon 
payment of the exercise price, shares of common stock w ith a market value of two times the exercise price. At 
the (Company's option, the rights, prior to becoming exercisable, are redeemable in their entiretv^ at a price of 
SOI per right. Tlie rights are subject to adjustment and expire March 19, 2006. 

Pension Plans 

rhe (Company administers non contributory* defined iK-nelit retirement plans for substantially all non¬ 
union employees. Funding for the pension plans is based on a review* of the specific requirements and on 
evaluation of the assets and liabilities of each plan. Employee*s are eligible to panicipate upon the attainment 
of age 21 (2S for participants prior to January 1, 1986) and the completion of one ye ar of se r\*ice, and iK-nefits 
are based upon final average salary and years of serv ice. Vesting is based upon years of se*r\'ice. 

rhe (Company-administered pension benefit obligations and the assets were valued as of the end of 
199S and 1994. Substantially all plan assets are in\x*sted in cash and short-term invc*stments or listed stocks 
and lK)nds, including $ 118,18" and 589,63*^ of common .sux k of ITie Kroger (Co. at the end of 199S and 1994, 
respectively. Ilie status of the plans at the end of 199S and 1994 w as: 


Actuarial prc‘sent value of benefit obligations: 

Vested employees. 

Non-vested employees. 

Accumulated benefit obligations. 

Additional amounts related to projected salary* increases. 

Projected benefit obligations. 

Plan assets at fair value . 

Plan assets in excess of projected Ixnefit obligations. 

(Consisting of: 

Unamorti/ed transitional as.set. 

Unamortized prior serv ice cost and net gain . 

Adjustment required to recognize minimum liability*.... 
Prepaid pension cost in (Consolidated Balance Sheet .... 


llie components of net periodic pension income for 199S, 1994 and 1993 are as follows. 

1995 


Serv*ice cost. 

Interest cost. 

Return on assets. 

Net amortization and deferral. 


S 20,249 
S-^,218 
(211,942) 
13U3(>0 

S (3,113) 


1995 

1994 

S642.‘>H2 

S428,204 

49,S()3 

27.299 

6H2.()8S 

444,404 

1 44,208 

111,6.44 

81 (>,293 

^,67,148 

8"8,121 

■^04.982 

S 61,828 

S 38,844 

S 22,99? 

S 32,394 

18,61" 

(8,188) 

1 l,2(,() 

7,820 

8.948 

6,818 

s 61,828 

% .48,844 

as follows. 

1994 

199.4 

S 18.949 

S 17,742 

47.‘'78 

48,(>01 

24,9.44 

(141.144) 

( 104.494) 

68,041 

S( 12.824) 

5 (6,749) 


8.S% 

S.S% 

9.3% 


7.23% 

4.23% 

9.3% 


Net periodic pension income for the year. 

Assumptions: 

Discount rate. " 23% 

Salary Progression rate. 4.23% 

Long-tenn rate of return on plan assets. 9 3% 

1993 and 1994 assumptions represent the rates in effect at the end of the fiscal year. Hiese rates were 
used to calculate the actuarial present value of the benefit obligations at December 30, 1993 and December 
31, 1994, respectively. However, for the calculation of periodic pension income for 1993 and 1994 the 
assumptions in the table alK)ve for 1994 and 1993, re.spectively, were usc*d. 'Die 1996 calculation of periodic 
peitsion income w ill Ik* based on the assumptions in the table alxjve for 1993. 
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The Company also administers certain delined contribution plans for eligible union and non-union 
employees. I’he cost of these plans for 199^, 1994 and 1993 was S24,902, S24,298 and $20,388, respectively. 

nie Company participates in various multi-employer plans for substantially all union employees. 
Benelits are generally based on a fixed amount for each year of ser\*ice. Contributions and expense for 1993, 
1994 and 1993 were $90,8'^2, $87,711 and $86,377, respectively. Information on the actuarial present value 
of accumulated plan benefits and net assets available for benefits relating to the multi-employer plans is not 
available. 


P O S 1 R F r I R E M E N T HEALTH C A R E A N D L I E E I N S R A N C E BENEFITS 


In addition to providing pension benefits, the Company provides certain health care and life insurance 
benefits for retired employees. The majority^ of the Company's employees may become eligible for these 
benefits if they reach normal retirement age while employed by the Company. Funding of retiree health care 
and life insurance benefits occurs as claims or premiums are paid. For 1993, 1994 and 1993. the combined 
payments lor these benefits were $10,023, $10,996 and $12,266, respectively. 

As of January' 3. 1993 the Company implemented SFAS No. 106 using the immediate recognition 
approach, this standard requires that the expected cost of retiree benefits be charged to expense during the 
years that the employees render service rather than the Company's past practice of recognizing these costs on 
a cash basis. As pan of adopting the standard, the C>)mpany recorded in 1993. a one-time, non-cash charge 
against earnings of $248,739 before taxes ( $139,193 after taxes). This cumulative adjustment as of January 3, 
1993 represents the discounted present value of expected future retiree benefits attributed to employees’ 
service rendered prior to that date. 

Fhe following table sets fonh the postretirement benefit plans combined status at December 30, 1993 
and December 31, 1994: 


1995 

Accumulated postretirement benefit obligation (AFBO) 


Retirees. $100,166 

Fully eligible active panicipants. 36,862 

()ther active panicipants. 123,098 

262,126 

Unrecognized net gain. 34,394 

Accrued postretirement benefit co.st. $296,320 


the components of net periodic postretirement benefit costs are as follows: 


1995 19»4 

Serv ice costs (benefits attributed to employee serv ices during the year) . $ 9,344 S 9,181 

Interest cost on accumulated postretirement benefit obligations. 20,662 19,743 

Net amortization and deferral. (“'23 ) — 

$29,281 $28,924 


riie significant assumptions used in calculating the APBO are as follows: 




$ 91,162 
41.604 
111.021 

243.“"87 

34.288 

$278,073 


199.5 

$ 10,261 

19,607 


$29,868 


Tran.siiion ()bligation 

Year-end 1993 . 

Year-end 1994 . 

Year-end 1993 . 


Health Care Trend Rate 


Discount 

Rate 

Initial 

1 Itimate 

Years to 
ITtiinate 

H% 

1S% 

6% 

13 

’.2S% 

13% 

4.3% 

13 

8.50‘V. 

12.3% 

4.3% 

12 

7.2^% 

10.0% 

3.0‘V, 
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The impact of a one percent increase in the medical trend rate is as follows: 


Transition .... 
Year-end 1993 
Year-end 1994 
Year-end 1993 


Periodic 

a»st APBO 

$2,000 $ 9,800 

$2,331 $17,133 

$4,088 127,283 

$4,037 $32,209 


Recently Issued Accounting Standards 

In March 199S the Financial Accounting Standards Board issued Statement of Financial Accounting 
Standards No. 121, “Accounting for the Impairment of Ii>ng-Lived Assets and for 1/mg IJved Assets to he 
Disposed Of’. ITie (Company will implement the statement in the first quarter 1990, the impact of which will 
not be significant to the financial statements. 

In October 199S the Financial Accounting Standards Board issued Statement on Financial Accounting 
Standards No. 123, “Accounting for Stock-Based Compensation.” ITie Company expects to elect to continue to 
measure compensation cost for stock compensation plans under APB Opinion No. 2S, “Accounting for SUK'k 
Issued to Employees.” The 1996 adoption of FASB No. 123, therefore, will have no effect on reported earnings. 


Quarterly Data (Unaudited) 

1995 

First 

(12 weeks) 

Quarter 

Second iTiird 

(12 weeks) (16 weeks) 

Fourtli 
( 12 weeks) 

Total 

Year 

(S2 weeks) 

Sales. 

$3,464,934 

$3,632,890 

$6,939,216 

$3,860,733 

$23,9.37,793 

Merchandise costs. 

3,339,203 

3,313,839 

6,837.196 

3,696.019 

23,428,237 

Flxtraordinary loss. 

(3.336) 

(3,431) 

( 1.316) 

( .3,730 ) 

( 16,033) 

Net earnings. 

39,141 

77,012 

61,161 

103,499 

.302,813 

Primary earnings per common share: 






Earnings before extraordinary loss . 

.36 

.71 

.32 

.84 

2,63 

Extraordinary loss. 

(.03) 

(.03 ) 

(.01 ) 

(.03) 

(.13) 

Primary net earnings per common 






share. 

.31 

.66 

.31 

81 

2.32 

Fully-diluted earnings per common 






share: 






Earnings l)efore extraordinary loss . 

.33 

.67 

.49 

.84 

2.30 

Extraordinary loss. 

(.04) 

( .04 ) 

(.01 ) 

(.03) 

(.12) 

Fully-diluted net coamings per common 
share. 

.49 

.63 

.48 

81 

2.38 

1994 






Sales. 

$3,328,804 

$3,394,228 

$6,6S0,2S7 

$3,383,833 

$22,939,122 

Merchandise costs. 

4,032,901 

4,081,213 

S,0S2,997 

4,217,829 

17.404,940 

Extraordinary loss. 

(8,332) 

(2.643) 

(1S,17S) 

(3S3) 

( 26,707 ) 

Net earnings. 

47,338 

67,333 

3(>,022 

91,483 

242,196 

Primary' earnings per common share: 






Earnings lK*fore extraordinary loss . 

.30 

.62 

.4S 

.80 

2..37 

Extraordinary loss. 

(.07) 

(.02) 

(13) 

(.01 ) 

(.24) 

Primary net earnings per common 






share. 

.43 

.(y() 

.32 

79 

2.13 

Fully-diluted earnings per common 






share: 






Earnings iKlore extraordinary loss . 

.46 

M 

.43 

,73 

2.19 

Extraordinary loss. 

(.06) 

(.02) 

(.12) 

(.01 ) 

(.21 ) 

Fully-diluted net earnings per common 
share. 

.40 

.ss 

.31 

.74 

1.98 
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The third quarter 1994 earnings include a $4,364 pre-tax charge ($2,705 after tax) offset by a $5,942 
tax credit in connection with the Company's contribution to The Kroger Co. Foundation. Also included in 
third quarter 1994 earnings is a $25,100 pre-tax charge to recognize future lease commitments and losses on 
equipment in certain San Antonio stores sold to Megafoods, Inc. which declared bankruptcy during the third 
quarter of 1994. The Company sold its San Antonio stores to Megafoods in the 1993 third quarter. Also during 
the third quarter of 1994 the Company recorded a $25,100 pre-tax gain on the disposition of its investment in 
IISI after providing for certain tax indemnities related to HSI. The extraordinaiy^ loss in the four quarters of 
1995 and 1994 relates to expenses associated with the early retirement of debt. 


Common Stock Piice Range 

1995 _ 1994 

Quarter High Low High Low’ 

Lst. 277a 23V« 2378 19Va 

2nd. 28 23 2378 21>/8 

3rd. 3474 2672 2678 23 

4th. 3774 3178 2678 2174 


I'ndcr the (lompany’s (Credit Agreement dated July 19, 1994, as amended, the (iompany is prohibited 
from paying cash dividends during the term of the Credit Agreement. The (Company is permitted to pay 
dividends in the form of stock of the Company. 
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Selected Financial Data 


Fiscal Years Ended 


December 30, 

December 31» 

January- 1, 

January* 2, 

December 28, 

1995 

1994 

1994 

1993 

1991 

(52 Weeks) 

(52 Weeks) 

(52 Wc*eks) 

(53 Wc*eks) 

(52 Weeks) 




(In thousands of dollars, except per share amounts) 


Sales from continuing operations .. 

S23.937.79S 

S22.9S9,122 

S22..384,.3()l 

522,144,388 

$21,330,330 

Farnings from continuing opera¬ 
tions before extraordinary' loss 
and cumulative effect of change 
in accounting!A). 

3I«.S()6 

2(>8.9()3 

1 ■'0.803 

101,K)0 

100.694 

Fxtraordinary loss (net of income 
tax credit )(B ). 

( I6.0S3) 

(26.70'^) 

(23.832) 

( 107.103) 

(20,839) 

Cumulative effect of change in ac¬ 
counting (net of income tax 

credit )(C) . 

Net earnings (loss)( A). 

302.813 

242.196 

( 139.193) 
( 12,220) 

(3.943) 

"9,833 

Farnings (loss) per share 

Farnings from continuing opera¬ 
tions before extraordinary 
loss!A) . 

2.S0 

2.19 

1.30 

111 

112 

Fxtraordinan loss! B). 

(12) 

(.21 ) 

(.19) 

( 1 I”) 

(.23) 

(liimulative effect of change in 

accounting! (!). 

Net earnings ! loss)! A ). 

2.38 

1.98 

(1.28) 

.03 

(.06) 

.89 

Total assets. 

3.044.717 

4.70-.6~4 

4,480.464 

4..3()3,084 

4.114,331 

Long-term obligations, including 
obligations under capital leases .. 

3,489.728 

.3,889,194 

4.133.013 

4.472,9''8 

4,407,764 

Shareowners’ deficit. 

( 1.603.013) 

(2,13.3,684) 

(2.439,642) 

(2,700.044) 

(2.749,183) 

(!ash dividends per common share . 

(D) 

(D) 

(D) 

(D) 

(D) 

(A) See Other Charges and Oedits 

in the Notes 

to (!onsolidated Financial : 

Statements for 

information 


penainin^ to 1994 and 1993. 

(B) See Hxtraordinar)’ Loss in the Notes to Consolidated Financial Statements. 

(C) See Postretirement Health (!are and Life Insurance Benelits in the Notes to Consolidated Financial 


Statements. 

(D) 'Hie (a)mpany is prohibited from paying cash dividends under the terms of its Credit Agreement. 
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Executive Officers 


David B. Dillon 
President and Chief 
Operating Officer 

Paul W. Heldman 

Vice President^ Secretary and 

General Counsel 

Michael S. Heschel 
Executive Vice President and 
Chief Information Officer 

Lorrence T. Kellar 

Group Vice President 

Patrick J. Kenney 
Executive Vice President 

W. Rodney McMullen 
Group Vice President and 
Chief Financial Officer 


The Company has a variety of plans designed to allow employees to acquire stock in Kroger. Employees of 
Kroger and its subsidiaries own shares through a profit sharing plan, as well as 401(k) plans and a payroll 
deduction plan called the Kroger Stock Exchange. If employees have questions concerning their shares in the 
Kroger Stock Exchange, or if they wish to sell shares they have purchased through this plan, they should 
contact: 


Thomas E. Murphy 
Group Vice President 

Jack W. Partridge, Jr. 

Group Vice President 

Joseph A. Pichler 
Chairman of the Board and 
Chief Executive Officer 

Ronald R. Rice 

President—Manufacturing, 
Senior Vice President 

James R. Thome 
Senior Vice President 

Law^rence M. Turner 
Vice President and Treasurer 


Star Bank, N.A. Cincinnati 
P.O. Box 5277 
Cincinnati, Ohio 45201 
Toll Free 1-800-872-3307 


Questions regarding the Company’s 40l(k) plan should be directed to the employee’s Human Resources 
Manager or 1-800-2KROGER. 

Questions concerning any of the other plans should be directed to the employee’s local Human Resources 
Manager. 

SHAREOWNERS: The Bank of New^ York is Registrar and Transfer Agent for the Company’s Common Stock. 
For questions concerning changes of address, etc., individual shareowmers should contact: 


ritten inquiries: 

Tlie Bank of New York 
In\'estor Relations Department 
P.O. Box 11258 
Church Street Station 
New York, New York 10286 


Certificate transfer and address changes: 

Ihe Bank of New York 

Receive and Deliver Department 

P.O. Box 11002 

Church Street Station 

New York, New York 10286 


The Bank’s toll-free number is: 1-800-524-4458. 


SHAREOWnNER UPDATES: The Kroger Co. provides a pre-recorded overview^ of the Company’s most recent 
quarter. Call 1-800-4STOC'.KX or, in Cincinnati, 762-4723. 


FINANCIAL INFORMATION: Call (513) 762-1220 to request printed financial information, including the 
Company's most recent report on Form 10-Q or 10-K, or press release. Written inquiries should be addressed 
to Shareholder Relations, Tlie Kroger Co., 1014 Vine Street, Cincinnati, Ohio 45202-1100. 










The KHcxiER Co.. 1014 Vine Strefe . Cincinnati, (jhio 45202 . (513) 762-4000 


